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PREFACE 


Yarxous a 


0 1 xn© xndxan economic system and its functioning for 
evolving appropriate policies to ensure growth and develop- 
ment of the economy is of paramount importance. The present 
sibuation offers many challenges as well as opportunities. 

Discussiops on basic issues facing our economy have so 
far, essentially , remained confined to political and at best 
the Co vernmeht level. In this situation, we had a fueling 
that Indian economists should participate, without inhibition 
to analyse and evolve a framework for a meaningful- national 
debate. _ It was in this background that we requested a group 
of distinguished economists to meet at a two -day Seminar on 
'Economic Policy Options'. While inviting the economists we 
had visualized .the question of growth and employment, nature 


assigned to foreign capital, steps to reduce cDnstitutipnal 


mobilization of resources for 


investments and approach towards utilization of foreign 


were kind enough to assemble in Delhi 


5, 1977 at the Indian Institute of Public 


on September 2. 


Administration. We are happy that a number of economists 


2 


available to the participants of the Seminar.' ih© economists 
had frank discussions on different aspects and they expressed 
their opinion on a large number of basic issues which are 
contained in a Report of the Seminar, 

We feel that the conclusions o'f' the Seminar ^ the papers 
prepared, as also the background material circiilated to this 
group should be made available for more informed discussions 
to -those friends who are interested in evolving a consensus 
on national economic policies. 

We are hoping that these papers will be edited and 
published for wider circulation at an early date. 

CHAilDRA SHEKHAR 

3} South Avenue Lane 
Hew D elhi. 

October 6, 1977 


Econ om ic P olicy Options - A Report 
(Held on 24-25, SepteEiber, 1977) 


the current ’-Econonic Policy Options’ were discussed 
by a group consisting of distinguished economists drawn 
from t nivers ities , Government Oepartnents and Research 
Institutes in a Seminar held at Delhi on 24—25 September, 
1977..':: 


T he Heed fo r 
h igher r ate of 

Investments 


S ' ^ ' ■ 




7hQ economist Group agreed that the economy, as it 
stands today, presents a sorry spectacle of sluggish grov;th. 
Ihey felt that while grox-J'th , performarc e of around 4*5 per- 
cent per annum may be considered ambitious by some, higher 
growth rate possibilities existed in the econony provided 
there was willingness to make the necessary sacrifices. 

Ihere was comEion agreement that the required level of 
investments should be about 20 percent of the Gross Domestic 
Product to laeet the desired objectives and in fact it shcold 
bo a.s high as 2 2 percent of Gross Domestic Product. It was 
noted that the requirement of investments for sustaining 
growth was quite high and that the feeling that a shift to 
the ■ agricultural sector could bo sustained without high 
investment was definitely incorrect. 

Ihe basic problems of the econony during- the last 
decade and a hgjlf could be traced to the decline in both 


savings and investment 


Such declines were partly 


■■-flsyiSSlSSi’’ 

PSSdSlIllifl 


rates. 



anong other causes and 


Fur the 


was 


distorted price policies of the -public sector industrie 


ervos should not 


confid 


state which led to stagnation in the oconony. It was felt 


relaxation of quantitative physical control on inport 


that high levels of investnents were required during the 


Such an a 


While 


prospect of sustained high investnent 


recognising the need of high investnent levels on account of 


the technological requirement of growth, a number of 
participants pointed out that better utilisation of existin, 


firra iii concluding that vast possibilities 


exist in giving an upward thrust to the economy by considerable 
expansion of public investments through utilisation of foreign 


capacity, and shifting of the emphasis of agricultural growth 
froB few concentrated regions to other areas, could lead to 


a more favourable investinent-o 


reliance xj ere identified, Dovelopnent of power projects. 


es Ihe seLiinar viewed with concern the opinion held in 
certain influential quarters that heavy industry has, an 


insignificant role in the strategy of development, and 
emphasised that the d evelopixB nt of our capacities in steel 
production (as input iia the rapid growth of the heavy 
investnent sector itself and for a wide variety of inputs, 
x-jhich are required for agricultural intensification) cannot 


foreign exche.ngo to build up buffer st-ck 


,nd edible oils, in which price fluctua.tions have 


in public investnent will help fuller utilisation of 
capacities in industry and generate a demand for wage goods 
It Was fitTnhaslsefl that investment for agriciiltural' 


be ignored without adversely affecting the goal of self- 
reliance and the long-term prospects of growth. If develop 
nent of heavy industry in the past has not yielded the 
desired results it is because that the rate of ulough-b ack 


related pubhc works, programmes 





power dovolopnent and electrification an^ associated input 
P ro clu c in0* -L ndu s t r r e s • it was added ttiat since in nanj^ of 
tb-ose sectors long gestation lags were involved a long- ■ ■ 

tern view would iiave to be taken for planning of investments. 

Domestic resource mobilisation was isolated as a 
critical constraint, Tbe need for managerial autonomy in 
tbe public sector to permit the charging of economic prices 
for better services particularly to the agricultural sector 
was eraphasisod. It was pointed out that high interest 
subsidies were both a drain on tho public exchequer and also 
had negative effects on the demand for labour. In general 
the consensus was that bold programmes for investment options 
were possible and that the inflationary scare should not 
be used to stand in the way of such programmes. 

Public Distribution, it was considered, was an 
essential concomitant of an expanded programme of public 
investment. Ihe Group noted with concern that the public 
distribution system remains confined, by and large, to 
urban centres and the bulk of the rural poor, the landless 
labour and small farmers were in fact not covered by the 
public distribution system. Eeferences were made to the 
estimates of the National Commission of Agriculture and 
the need for enlarging the quantum of foodgrains to be 
routed through public distribution. As regards the question 
of high cost of public distribution, while recognising the 


need for reducing the cost of public distribution through 
organisational improvements, the group emphasised the 
benefios that accrue to the society as a consequence of 
stabilisation of prices of foodgrains and also in relation 
to the protection of the, weakest sections of the so«iety. 
It was maintained that public authorities should, not be 
unwilling to subsidise the public, d istribution system for 
the benefit of the weakest sections of, the society, 

Ihe argument that private trade is relatively more 
efficient to public trade does not remain valid if social 
costs and its speculative profits are taken into consider- 
ation, Past studies show that private profits were high 
and rising in the absence of public distribution channels. 
Public distribution system must be expanded to the national 
level to cover commodities like cereals, vegitable oils 
and textiles so that a substantial part of a poor man*s 
consumer budget is protected. It was mentioned that 
public intervention, ■when resorted to by only a State or 
two, could add to the problem of the rest of the States. 

It was pointed out that the planning in the past 
years was more related to the needs of the organised sector 
of the economy than the unorganised sectors and the poorer 
sections, Ihe objectives, instruments, policies and even 
some of the concepts of planning wculd need to be revised 
if the benefits of planning have to b e directed for the 


Domestic 

Rnsources 



privileged sections. In fact the whole focus of 


planning needs a change 


The econoiaists agreed that it was not possible for 
the country to achieve the objectives of higher agricultural 
production and generation of adequate opportunities for 


rural employ me nt and meeting basic imEiediate needs unless 


developnent are properly oriented there was Considerable 
scope to generate large employnent opportunities within 
the rural framework. It was felt that if agricultural 
and institutional changes are not undertaken it would 
not E^eet the objective of larger employment and egalitarian 
growth in rural areas. It was emphasised that, if institu- 
tional changes in agriculture are to b e brought about then 
the tendency towards the use of organised violence against 
disadvantaged groups needed to be strongly countered by 


involved in the Indian agriculture. It was shown that care 


less use of statistics some tines leads to inferences that 


size of agricultural land ceiling could be raised. The 
Seminar generally agreed that the existing land ceilings at 


sib ili ties of reduction of the 


OHG areas of the country should b 


examined very carefully 


cussed whether the objectives of redistribution 


of land corild be further supplemented by providing interest 


representatives of the landless labourers should be asso 


free loans for purchase of land to the landless and the 
marginal faiuiers. It was generally agreed that land should 


basic minimum need 


s and generating emploj^ment 


come to. abolish absentee landlordism 


Was Capable of redistributing land and increasing the 
capafeiliiy of landless labourers through appropriate orga 
nisational changes. The results of some studies were dis 


constrained the 


view such factor 


tutional change 


in overcoming such constraints 


and expansion of errpiloynent opportuniti 



e-Goer. eixvironiaents for distribution of land and incomes. 

The need ^for increasing the skill level of the disadvantages 
sections of the conaunity was emphasised in this country, 
ihe results of various studies indicate that adult literacy 
and prxnary schooling progranmeS had failed particularly 
xn the case of landless labourers, small farmers, harijans, 
tribals and other weaker sections of the country. In this 
regard the Seminar felt that political parties and voluntaiy 
groups could play an important role in supplementing state 
efforts by the States for liquidation of illiteracy through 
national adult education ‘ni'o^rainiiies . 


with the declin 


to xnputs for intensive agriculture wer 


^0 oecome noi'e acute# -Lhe participants strongly 
felt that public inyestnents in agriculture should be 


sooppea Up SUD s tan tx ally* In this regard it v^as specifi- 
cally mentioned that the past strategy of concentrating on 
private investment^ private irrigation through institu-* 
tional funds^ in concentrated regions and for selected groups 
of farming population suffer from a number of limitations* 

The new agricultural strategy should ensure a better geo- 

•fv, , ' 

graphical spread of growth, give priority to public invest- 
ment, particularly in irrigation, and ensure extension of 
technology and management. 


s of rice area the growtl: 


ucuaue ana a naxr Was zero or negative. 

High rate of growth was achieved mainly in wheat and parti 
cularly in a few inferior cereals. For sureadins- mode-rn 


ihe Group discussed the perspectives against which 
industrial, policies could be effectively implemented. The 
major question in relation to perspectives arei (i) decisi 
on the appropriate basket of consumption goods, we should ■ 
not plan for a basket of goods obtaining in the developed 
world. (ii) Decisions on uricing' of cnnital ? i nw -pa+.na nf 


0 new areas a number of difficult question 


o be dealt with 


could be introdu 


aucive institutional conditions important questions were that 
of drainage and efficient water management. It was suggested 
that for impCLementing drainage schemes the state should have 
the right to acquire private land as in the case of acquisi- 
tion of land for public utilities. The Seminar noted that 


adoption of capital intensive options instead of labour 


accumulation 


e have to decide clearly that 


since one cannot rely on private corporate sector we must 


Ihe Seminar noted that 
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place greater reliance for capital accuiinalation in public 
sector; and (i-r) Decisions on ownership structure towards 
lower degree of concentration and also towards socialisation 
of investnent. fhe Group rccoiamended that the nation must 
have clarity of approach on the above mentioned perspectives. 
Ambivilance would only lead to distortions and failures in 
achieving the basic national objectives. 


Several instances where public policy has resulted in 
wrong priorities and favouring of capital intensive techno- 
logy were cited. It was surprising that in India, according 
to the current fiscal policies motor oars and air condi- 
tioners are not considered items of lower priority whereas 
fans, household furniture continue to be so. The scheme 
of investment allowances which is made applicable to almost 
all the industries tends to result in a distorted choice ^ 
of techniques. : 


Iho group discussed in depth the pros and cons of 
associating multi-nationals. The group took the view that 
there were over-riding disadvantages to the economy like 
infiltration into strategic positions in the Indian economy, 
re-info rcement of Indian monopoly capitalism, exercise of 
political influence, promotion of capital intensive techno- 
logy^ distortion of wage structure and above all the danger 
of the country being turned into an appendage economy. It 
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f* k 


noted that the assoGiation of multi-national in the past 
had resulted in development of a ho st o f trivial indus- 
tries like tooth-paste. The group was firm in expressing 
its strong reservations, if not outright rej action of 
multi-national corporations. It was felt that to some 
extent, the demand for foreign technology arises out of 
wrong manageEignt. It was noted in this context that there 
should be an effort in developii'ig indigenous technology 
and our scientists and technologists should have opportuni- 
ties to experiment w'ith indigenous technology. 

It 1-ja.s felt that the pragmatic and ad hoc approach 
to foreign capital has not worked in the past a.nd what is 
required is outright purchase of foreign technology which 
has tsecome possible as a result of comfortable exchange 
reserver* Foreign equity collaboration should not be 
encour^od. 


ec oitt r ali^^o n ® Group discussed the concept of the rolling plan.: 

Though it was agreed that it was only a technical change 





over number of participants expressed fear that rolling 
plan would dilute the planning discipline and accounta- 
bility, It was generally felt that the rolling plan 
concept was adopted without jjroper public debate, Regard- 
ing decentralised planning it was pointed out that it would 
not become useful mechanism if beneficiaries at the local 


Aga-- 



loTels do not participate in plan formulatio n. Partioi 
pants enjohasised the need for intertuininff sectoral and 


he difficulty in re 


coianio 


ioesrona- plan. iJiey expressed concerned at the widening 
of regional disparities in the country and it was pointed 
out as an illustration that if this trend is contained 
the aisparities betv/een Punjab and Orissa after about 
20 years may become as wide as between Indian and Germany, 


parexcuiarxy difficult xAere small units are 
involved. However, it was felt that there were several 
a here prices increased not because of normal market 
response but because of market power included by a small 
number of firms. In some such cases this had happened 
even though inputs were supplied by the State at less than 
i a_ et prices. It was felt that in such cases legal measures 


rupee resources tended to 


the way cost estimate 


are readily available. Attention 
was drawn to the rapid increase, in non-plan expenditure. 

It was felt that a substantial volume of ^resources would be 
mobilised by attacking the problem of tax evasion. 


in many cases prices are controlled 


sential Commoditie 


n fiscal policy attention was drawn to the 
ourppresent tax structure does not reflect plan p; 
and tends to subsidise caoital-uso 


over-riding need to 


exionce xn ulie cent ext of worsening of* 
energy crisis. It was pointed out that all studies indi 
cate that by mid-eighties the world supply of energy sou: 
iall short of the demand. Pvn i r>r>+; o ■? -? + „ -i-v -x 


on mxs-investment 


tions 


growth of 


ndian economy should 


erves are accumulatin 


ensure that the 


e maximum extent 
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the impending crisis of xiTes-tern economies. It rejected the 
export-led strategy of growth for this country, 

j The participants included Prof, C.T. Kuri an (Madras 

Unirersity); Prof, Gautam Mathur (University of Allahabad ) ; 
Prof, D.D. Narula (Indian Council of Social Science Besearch) 
Prof, T.S, Papola (Giri Institute of Uevelopment Studies, 
Lucknow); Prof. G, Parthasarthi (Andhra University, Walt air ) r 
Prof, Pradhan H. Prasad (A.N, Sinha Institute); Prof, G,H, 
Hanumantha Rao (institute cf Economic Growth); Prof. Balwantn 
Reddy (Administrative Staff College); Prof. H,K, Paranjape 
(formerly Member M.R.T.P, Commission); Dr, Bhai Mahavir & 

Dr, S.B, Gupta (University of Delhi); Prof, X.K. Alagh ■ and 
Shri Matin Desai (Planning Commission); Prof, A, K, Bagchi 
(Centre for Study of Social Sciences, Calcutta); Prof, G.S, 
Bhalla, Mrs, Sheila Bhalla and Prof. M, Raza (Jawaharlal 
Mehru University); Prof, K.S, Gill (Guru Manak University, 
Amritsar), Prof, R.N, Haldipur, Prof, S.K, Goyal and Dr, K„K, 
Kabra (Indian Institute of Public Administration); Dr. Binal 
Jalan (Ministry of Industry); Dr. Uijay Kelkar (Ministry of 
Commerce) ; and Dr, Anand Gupta (institute of Public Policy 
Analysis), General Secretaries of the Janta Party Shri 
Madhu Limaye, Shri Manaji Deshmukh, Shri B , S. Nahar and Shri 
Rahi Ray also attended the Seminar, 
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u-l am grateful to you for accepting our , ’ 

invitation to attend this SeDiinar® To an 
expert ' audienc e of thi s type , I cannot pret end 
to analyse the nature of our economy and society 
in any detail* It isj however, of some 
importance to appreciate the rocjuirements of the 
country from intellectuals and technical 
specialists. As a political worker, the best 
that I can do is to outline such requirements 
of our society at its present historical 
juncture, 

2, The demands of our people and^ their 
aspirations in its essence, to my mind, ar^ 
basically two-fold. First and foremost, they 
desire and legitimately demand work and employment 
and the right to lead a decent life with at least 
their minimal simple needs met. Our people, hi the 
main, have not reached a stage where their 
requirements are very complex, but it would be 
very wrong for anybody to assume that the vast 
majority of this country shall continue to live 
in an economy which is, well endowed with all 
resources and yet even their simplest- requirements 


of food, shelter, clothing and education and health 
conti'me to remain unfulfilled* If a social system 
cannot meet these roquirements ^Jinder Indian conditions, 
it can only he c-allcd wasteful and inefficient and 
such waste and inefficiency cannot he tolerated 
any more. The second need of a vast majority of 
us is that the country should follow an autonomous 
pattern of national development. Our people, 
particularly the young, demand this right. Their 
need is not only of \TOrk and employment, hut also 
for opportunities to participate in the building 
up of a nation which can justifiably hold its 
head high and play an Independent role in the 
world of today. This has been the tradition of 
our freedom movement and it has been inculcated 
into us by the great national leaders, siich as 
Ganihiji and Pt. Hehru, . 

3, I feel that these two requirements of our 
people should be met if .the democratic system 
is to survive. Those who believe that we can 
depend on the rest of the, world and raeet the 
income and employment needs of ou.r masses, are 
mistaken. Imported capital, imported technologies 



and foreign savings on a large scale make nations 
dependent on others. International Ccipital operates 
in the search for profit and with the need to use. 
the untapped natural resources of largo poor . 

countries like our own, for their own betterment 
and the betterment of the well-to-do world. The 
need for planning arises so that a poor country 
like India, with a long colonial history of 
exploitation, can order the use and development 
of its om resources for the benefit of the mass 
of her own people, 

4, This Seminar should, therefore, give some 
attention to these problems in more concrete terms. 
Why is it that we are not able to give adequate 
work to our people and to meet their basic needs? 

Is it due to the fact +--hat our total investment 
effort was inadequate or is it also due to the 
fact that not enough investible resources were 
spent on meeting essential requirements, v^hich 
lie basically in the field of agricultural 
transformation, local planning and investment in 
education and social development? In addition, to 
■resources, why is it that the people themselves 

. .4 






been onr performance in the past? If you find that 
not, enough was accumulated and invested, the nert 
question is why was this sc? How have we asked the 
different sections oi our conurijnity uo,b'-ar the 
burdens of our, national development? To take an 
example^ 111,1974, the set of policies that was 
implemented to control inflation included draconian 
measures for wage control. The railway strike was 
suppressed, Sub.sequently, however, the dividend 
restrictions on profits were withdrawn. In 1975, 
rates of income-tax were changed and tax evaders were 
asked to declare their past incomes. 1/toat was the 
rationale of all these concessions? Has the ■ . 
performance justified adoption of these policies 
vmat is the policy that we have of asking different 
sections of the population to contribute their share 
to the requirements of national development? 


7. This then means that the gains of productivity have 
to be shared equitably between wage-earners and 
capitalists. This in essence is the idea of a wages- 
incomes. policy which under cnir conditions has also to 
be related with the questions of agricultural price 
stabilization, procurement and a strengthened public 
distribution system. The notion that in a good 


do not involve their own contribution to .the extent 
that is necessary and desirable to, supplement the 
efforts of the state? Is this, because they perceive 
that the benefits do not go to them, or is it because 
of the faulty design of our policies? How is it „ 
that we have not been able to integrate the fruits 
of modern science and technology into the production 
and, distribution processes which affect the mass of 
our people? These are q'.-estions to which answers 
need to be found, 

5, Is re.gards the urge for ' autonomous national 
development, again have we followed the. correct 
mixture of policies, such that our own national 
interest is safeguarded today and in the future 5 
and also, are we following the policies with which 
the possibilities of further Indian national 
development are fully maintained because this much 
we owe to the country and to the future generation 

6, A study of the past is helpful to the extent 
that it leads to concrete analysis of our performance 
and our mistakes. There is no question that the 
transformation of the Indian economy shall need 
more invest ible resources in the future. What has 








agriciiltural year the distribution o f foodgrains, 
cotton or oilseeds, should be handed back to the 
trade, but that in poor years, imports can meet 
the needs of public distribution and price ■ 
stabilization, needs to be questioned critically* 

What are the steps necessary to strengthen the 

public distribution system at the grass root 
level. Such steps are far more important than 
a generalized discussion of this subject at the 
national level. 

8, From all accounts , more than a third of our 
population does not get enough to eat, while the 
proportion of the poor is still higher. Per capita 
availability of inferior cereals and inferior cloth 
has been falling. In many areas about two thirds of 
the children of vulnerable sections do not go to 
school, or if they do so, they drop out very soon.' 
The question, of adult illiteracy seems to have 
been forgotten. The rate of growth of non-essential 
commodities is, however, quite high. Whai. is the 
nature of production planning, of taxes and of 
subsidies? Have we to change it? Studies show 
that our housing programmes in the public sector ■ 
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subsidise the middle class more than the, poor. In 
perhaps a large number of government services, the 
very needy are relatively ignored. Vfhy are these 
issues not at the heart of our public discussion? 

Vlhat is the nature of planning which will help us to 
achieve the desired objectives? 

9, Economists need to answer these concrete 
issues. Gandhiji wanted the poorest to be our 

benchmark. However, generally economists tend to 
avoid basic issues by talking of "assumptions" 
and the "Political economy" constraints. This way 
each one of us avoids his, oto responsibilities. Most 
certainly as regards the Janata Party, I can say that 
basic thinking on these issues is imperative for 
its very existence, 

10, It is by now fairly well knwn that while our 
country is rich in natUi^al resources, in many critical 
areas we just have enough, at least according to our 
present information, to meet our own needs today and 
in the not-too-distant future. However, a few years 
ago, explicit decisions were made to, canvass abroad for 
qg^Pge projects which had very little benefit, apart 
from processing our scarce mineral resources and 


attaching them to the needs of foreign countries, 

Is this policy justified? Should it he extended ^ 

' or should the' whole problem be looked at from a , 

different angle? We are being told that we are 
today in a position of s'urpluses of foreign 
exchange. But is enough attention being paid to 

meeting the requirements of the development of j; 

our people in the future It does not need very I 

great expertise to see that planning for employment | 

and basic needs has also to provide for the | 

requirements of construction and of investment goods 
■on a very large scale for a country of our size. Are 
these needs being looked into properly or shall 
we be jeopardising in tho not- too- distant future 
the prospects for autonomous national development? 

The foreign exchange reserves of the country have : 
been built at some cost. Hundreds of crores of 
rupees are spent on subsidizing exports. The subsidies 
come from a tax system which is well knoxm to be 
inequitious. Such reserves should obviously not be 
used for purchase of Boeing aeroplanes for our . 

VIPs or luxuries for the elite, but should be used 
for building up the sinews of the economy. 
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11, Imperatives of 'fast development and employment 
generation, require that modern technology has to be 
nurtured jointly with a revived household industry 
linked with our agricultural plans. Cur capacity . in 
design, fabrication and production of equipment and 
machines has to be encouraged, fostered and harnessed 
to the needs of the national development, rather than. 
belittled. We need to reinforce, the capability of 
the na'islon to meet the challenges of the international 
environment with . increasing vigour, ■, 

12, Scientific attitude needs to' be" encouraged. The 
approach enunciated as early as the National Planning 
Committee, of the pre-independence days, that it is only 
with the application of modern technology on a X'jide scale 
that the scientific temper can be propogated, is as 
valid today_ as it was then. This Sei Inar should pay 
attention to the problems of both the nature, content 
and magnitude of technological change regarded as 
essential, as also the educational processes which will 
hasten its propo,gation and acceptance on a mass scale. 

13, ' Planning for. the poor cannot be divorced from 
large scale Investment in dams, land. and water 
development and infrastructure. Even today our 
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communication systems link hinter-lands with port towns 
and vast areas with huge resources and. populations remain 
underdeveloped, I am only making the point that the 
stage has yet not come for India to fritter away her 
scarce resources. It is sometimes argued that the 
economy has already reached high levels of savings 
and investment. I am told this rate has crossed 
18 per cent of GDP. We have food reserves and foreign 
exchange reserves. All the 'difficulties* and 
'constraints* the economists talked about do not 
seem to be there, camot we mobilize the nation 

for decisive advance? The difficulties seem to be 
with the elite and the policy maker and our ability 
to organize big changes, rather than with the system 
and’ its other not -so-we 11-off constituents, 

14, Our society is no longer stagnant. Its dynamism 
has acquired a new dimension since people of this country 
overthrew the authoritarian regime. The people are 
impatient. They are in no mood to remain satisfied 
on, promises. They want to see some concrete action in 
the interest of those who were so far neglected. They 
are willing to work for it and fight for it, if 
necessary. They are ready to make sacrifices provided 
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the lead comes from those who are privileged. If 
the attitude of preading patience te th© poor 
persists it ma.y prove perilous , I hope you share 
this sense of urgency and 1 request you to give 
your view on all these issues without; any 
inhibition, and give a policy frame-work which 
may ensure willing cooperation of the tolling 
masses and orderly peaceful development. It is a 
stupendous task but we look towards you with hope 
and expectation that you would realise your 
crucial role and responsibility in this respect. 
Being conscious of the constraints that operate in 
political circles we approach you for guidance 
and help. Hope you will not disappoint us. 


Thanks 
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It lias Doan. claiiiicd. the nen.: emphasis on planning 

will ba cn decentralisation* The purpose of this Note is 
to bring o'dt some of its implications and to pose some 
questions wiilcli riiust be exoioined .in relation to it. 

On the wl.’olo planning i.n. the country so far has been 
rather heavily centralised .in tha.t the whole process of 
plan formulation rested with a small group under the 
administrative jurisdiction of the Central Government. 

It could, of course, be argued that although the plans 
were drafted by small groups directly related to the 
Central Government, the final approval for a plan was given 
by the National Development Council whose main constituents 
are the Chief Ministers of the States, so that the plans 
also had the sanction of the States. Similarly, in 
dra. ing up a plan an important step is ':he discussion 
that the Planning Commission holds with the State 
Governments which, again, may be thought of as an element 
of decentralisation in the planning process. However, all 
these concessions to the States have only oeen tokens of 
the good intentions of thb plavmers at th® Centre. 

A certain kind of decentralisation has also been 
initiated in the past. Most StacDe G-ovcrtimencs have their 
own Planning Boards which, apart from deteicraining the 
nattcT'n of a3..1ocat 1 on of funds gi’anted oy tne Centre, have 
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also been addressing theaiselves to the specific economic 
problems of the States. One state, at least, has a Planning 
Commission of its ov/n (Tamil ipadii) which has produced a 
Perspective Plan for the State, h. similar exercise has also 
been done by the Planning Board of Gujarat. The Tam.il Nadu 
document also provides for planning at the District level 
which can be taken as another step in this kind of 
decentralisation. 

The procedure represented here is the representation 
of more and more administrative units in the planning process. 
And since the pattern has been a movement from top to bottom, 
from higher level administrative units to lower level ones, 
it may be considered as a sort of decentralisation. Its main 
characteristic is administrative de^rolution. 

The first question to be clarified is whether the 
new decentralised planning' process that is now being talked 
about is just one more step down the line, let us say, taking 
planning to Block and village level administration also. If 
this is the case, there is really nothing nevr in it, and ii/any 
event, it is an administrative issue, not a planning issue. 

If ^’decentralised planning” is to have a different connotation.-, 
it must be viewed primarily as a .plariiiing co,ncept. 

Planning implies at least two kinds of decisions which 
can be referred to as ’’substant.ive decisions” and "decisions 
of coordination”. Tho substantive decisions are the ones that 
relate to actual processes of precduction, consumption etc. 

These decisions are made and implemented by what may be called 


“the primary units” of the - .farms, fir:ms, households 

and the like. The main foat/ure of a prlms..ry unit is that it is 
resnonsible for the lonmj.lation and implementation of iis plans 
or decisions. A prim..sry unit., then, is one rdaere there is no 
separation between d0ci.sion.-ru.aldJ.w- and execution of decisions, 
or between plan foimuj.ation and pls-U •inpacmentation. An economic 
system consists largely of primary units, but there are usually 
also some non-primary units whesa main economic responsibility 
is the coordination of the decisions of the primary units. 
“Coordination of the decisions of the primary units. “Coordina- 
tion” here is used in a very broad sense to include .all aspects 
of policy .formulation i.e,, decisions re,garding what should be 
done, as \^ell as evolving procedures to get the primary units 
(which alone implement the decisions) to execute the decisions. 
These procedures involve giving information, offering incentives 
and assistance, issuing directives and orders - in short the 
whole gamut of channels tc- convey .information and of measures to 
influence decisions. These may be referred to as “the information 
and control mechanism” of the system (I-C mechanism, for short). 
A simple planriing system may, therefore, be thought of as 
consisting of a set of policy making units, a set of primary 
units and an I-C mechanism linking the two, 

Within this frame it is possible to distinguish between 
th® £laraWX.®SJlS-t^ eontralisr.'iW'.oa axid decentralisation. 

A completely centralised plan may be defined as one iliere the 
I-C mechanism is a one-way traffic of directives from the policy 
making units to tho .-primary units, whore, in fact, the policy 
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coordinating both the vertical and the horizontal aspects of 
the I-C mechanism. 


Thus the shift from a centralised to a decentralised 
planning procedure is a major quqlitative transformation of 
the entire system involving the primary unitsj the relay units 
the policy making unit and the i-C mechanism. What needs to be 
examined is vjh ether the proposed "decentralisation of planning 
is geared to bringing about such qualitative transformation o f 
the system. 

Some of the implications and requirements of that 
■transformation must be spelled out to see whether wtat is 
usually referred to as "deem tralisation" is in fact a move 
towards decentralised planning as described above or a mere 
administrative devolucion within the framework of centralised 


planning as 


of our ■•'larming procedure is that the 


this respect our planning h 


b.-en different from what obtains 




ina.king unit formulates the pla.n and the primary units implement 
it on the basis cf directives from above. Because no policy 
making unit can issue directives to primary units without knowing 
what their requirements and possibilities are without 

the I-C mechanism bocoming in effect some kind of a two-v;ay 
traffic with directives from the policy’- making units to the 
policy making unit) completely centralised planning can only 
be a limit case useful mainly as a conceptual tool. However, 
from it can be derived the opera bicioally meaningful concept 
of "heavily centralised planning" ^..iiere although the primary 
units may send up their reports to the policy mailing unit, 
the "what to do" and "how to do" decisions are all made by t he 
policy making unit and sent down to the primary units as 
directives. 

It is not necessary that in this process the policy 
making unit must send its directives directly to the primary 
units. It may set up intermediate "relay units" to decode its 
directives and send them down to the primary units. There may 
also bo S'sveral layers of relay units; that is essentially an 
administra'd ve question. But one thing must be clear. If 
planning is "heavily centralised" as defined above, it cannot 
be changed into decentralised planning by merely setting up a 
chain of relay ujiits even if the relay units are successively 
closer to the primary units. 

Decentralisation as a planning concept must be different. 

Its essence consists of the primary units themselves deciding 
on a large number of "wha.t to do" and "hox^r to do" questions, 
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formulation 


rGnch plannin 


iBinesr- coimminlty, it lias 


uranniri; 


been claimed that the B’rench 


market survejr for the economy 


plan is finalised 


whole” 


and targets of production are sotj these are specified in 
terms of targets for each of the primary units and the 
fulfilling of the targets is a legal obligation for the 
primary units, iftien the planning process is heavily centralised 
(as it was in the USSR in the initial stages of planning and 
almost upto the Reforms of 1965) what happens is that the 
directives from the policy making unit to the primary units 
tend to become arbitrary imposing heavy burdens on them. 
Implementation of the plans then had to be achieved by the 
policy making unit exercising authority over the primary units 
not only through its control over the I-G mechanismj but also 
by using the polit ical authority that the policy makers under 
such circumstances have over the primary units. In this context 
decentralisation ( as it happened in the USSR with the Reforms 
of 1965) is an indication of the policy making unit’s ability 
to direct the systeia substantially through economic measures 
incorporation in the transformed I-C mechanism. 


community itself 


for implementation i 


objectiyes. Policy raakers reach individual primary units only 
through the- operations of the I-G mochanism. 

In India the business community has not b een given the 


kind of overt representation in the planning process as in 
France , Neither have, our plans admitted that the obj ect ive 
of planning is to assist business interests to accelerate their 


growth. On the contrary the professed aim of planning in the 


list pattern of society which 


document meant that ”tlie basic 


criterion for determining th 


lines of advance must not be 


priva"© prof it 5 but social gain," But in deciding not to address 
themselves directly to the primary units, our plans had 
proceeded on the assumption that the system could be directed 
to avenues of social gain rather tlun private profit by the 
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their objectives. 

But the actual working of the sjrstem during the past 
quarter of a century has shown that the effective control over 
the I-C mechanism is not exercised hy planners or policy 
makers, out the private profit makers, particularly the bigger 
ones among thara who have turned practically all policy 
measures to their o\m advantage. The working of the licensing 
system gives the best example of this phenomenon. Wha.t 
happened to the licensing system was not an exception, but 
only the most glaring example of what is fact has been 
happening no matter what the intentions of the policy makers 
have been. 

The proposals to decentralise planning must be viewed against 
this general background. The following specific questions must i 

be discussed to probe into vdiat the proposal implies s { 

(i) Which are the primary units to be brought into the | 

decentralised planning procedure, especially in the | 

formulation of the plan? | 

(ii) What kind of controls do policy makers envisage ' 

over the l-C mechanism, and how is it to be changed 
to serve decentralised planning? 

(iii) What are to be the relay units in the new procedure and 

what is to be their role? I 

We shall examine these questions briefly, I 

I 

Primary Unit s, The role of the primary units in 
decentralised planning has been discussed already. To repeat, 
there is no decentralisation of the planning procedure ' unless 
, the primary units are explicitly taken into account, particularly 
in the formalation of the plan. The decaitralisation discussion ' 
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currennly is also related to some LGOatioiia-l considerations 
and the impression created is that the attempt is to involve 
primary units in the rur- .^. •ir'.'.ne (Blocks villages etc ) into 
the planning process. But the bigger pririiary units in the 
rural areas (large farmers, for instance) are already 
indirect3.y involved in the planning process as those for whom 
the plans cater to. So it is important to spell out whether 
the decentralisation that is proposed is meant to give them 
open and official representation in the planning process. At 
times it is also made out that the purpose of decentralised 
planning is to incorporate the small producers or primary 
units into the planning process who,.. under normal circumstances, 
do not get an opportunity t® of "perceiving and participating in 
the immense possibilities of growth through o rganised effort". 

If this is indeed the case, it is, necessary to spell out how 
differential treatment to the smaller units is in fact to be 
achieved. This is particularly so because in the past special 
schemes designed for the benefit of smaller units either 
did hot materialise or were subverted by the larger units to 
their own advantage. 

The basic question pertaining to the primary units to be 
broughp into the proposed decei tralised planning procedure is 
not their location or siae, bat their economic characteristics. 
Are the primary units to be lirdioa up directly into the planning 
process through decentralisation geared to the principle of 
private accuiaulation or net? If they are, then d ecentr all sat ion 
can only., -serve the purpose of giving le.gitiniacy , to the existing 
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propansitias and proclivitios of the system and take it 
further and further away from any objective of “social 
purpose”* 

To sum up } it must be clearly stated that unless the 
proposal to d ctceiitralise the planning procedure is also 
accompanied by attempts to set up and build up primary 
units whose objectives are not private accumulation, it must be 
viewed as only a subtle measure to reinforce the aggressive 
and expansionist tendencies that now lie latent in the system 
and hence a very dangerous procedure. 

I-C Mechanism ; As mentioned already, planning of the past 
has led to a small group of large private profit malcers 
tightening their grip over the entire syston because of the 
increasing control they have come to have over the IC mechanisra. 
in attempt to decentralise planning without substantially 
altering the character of the I-C mechanism, therefore, will 
only give them wider opportunities to make further inroads 
into the system. The pattern of the past has been that whenever 
the State has moved in with its resources, the large private 
profit making primary units have follovred to take advantage of 
the new situation. If decentralised planning is partly also an 
effort to reach the less organised segments of the economy, 
their, unless the State can exercise much greater control over 
the I-C mechanism so as to shut out the bigger sharks, 
decentralisation will inevitably r.iake the relatively weaker 
sections more vulnerable. Hence those who exposes decentralisation 


have the res jonsibility to spell out the manner in winch che 
existing pattern of the i-C rascha.nisiiv is fsoiiig to be altered. 

Credit and trade are two 3.spect3 of the I-C raochanism easily 
“taken over*’', by the large private profit ciaj-ving primary units. 

OAiid so, a clear rolicy s'catement about credit and i->3.rkecin.a 
policies is a nocessary complement of the proposal to decentralise 

planning. 

Relay Unitsj. Relay units which bring together primary 
units and link them to higher level policy making units nave a 
very positive role in a decentralised planning procedure. Hence 

if decentralisation of planning is to be taken s erious-ly the 
composition and function of relay units must also be clearly 
spelt out. This is particularly so because a mere adrainistrative 
devolution of a heavily centralised planning procedure can 
frequently be mistaken as decentralisation of planning. V'Jhon tnis 
happens the mere creation of relay units may bo thought ox as 
nocessary and sufficient condition for docai tralisation. As 
mentioned already this has been the pattern of the past. State 
level Planning Boards or Plaaniiig Goinmission have been set up 
which indulge in the same kind of futile futuristic exercises done 
by the Central Plananig Coumlssion. New that these hav<3 proved to 
be ineffective, the proposal is to go a step or even two down and 
to set up more agenoir^s to do similar oxcrcisos. If those new relay 
units at the District, Block and Panchayat levels have no now 
and different tales to porforw., -they will onl- increase the time 
and s distance between the primary units and the policy uaKoro 
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,, .rn,..-p i-ion of relav units at each l^vel 

is taj^en seriously -Ghe uani xi.un uxon o.. 
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will be te see that the primary uniU as t..,X 

pattern of priorities 

do wh£it they can vrixnm a ba ^ ^ 

and that only that maich is necessary but cannot be done ^ ^ 
leyel is pushed up. h^en.tialiscd planning uiH thus necessitate 

new Vcinds of relay units that will coordinate deexsaons ^ 

UP" and editing processes, 
horizontally and do further "iilteiin„ up 

Ihore is no reason to believe that these functions are best 
performed by the usual =i^ 1 and revenue administrative units. 
«cv, agencies, ulll have to bo creatod for the new tashs. 

one final point. If many primary units in a locality are 
brought together to decide on the "What to do" and "Hou to ^ 
ao It" questions, the convortlonal boundaries between economics 
and politics are bound to breelc down. In other word,s, gmuino 
decentralisation is an invitation to people to use ohe power 




that truly belongs to them. If tah® seriously, therefore, 'it 
is sure to aitnoss many acts of creative destruction. Is ehero 
enough political wisdom to accept this as a fact and to 


Channel it along a well defined path of social transformation? 
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SAVING MD Il'TVESTMT IN INDIAN BGONOMI 


It need hardly be ..nphasized that fast economic growth 
is a necessary pre-condition for the realisation of the objec- 
tives of eradication of poverty as well as diversification of 
jshe economy. A stagnating under -developed economy cannot give 
any hope for the future. The size of the cafe must grow fast 
for any meaningful sharing of it. This is specially true for 
the under-developed countries where because of low labour pro- 
ductivity, the size of the cake is pitiably small. However, 
it need be stressed that fast growth rate though a necessary 
condition is not a sufficient condition for eradication of 
poverty and unenployment . For this, the grov/th process has 
to be properly oriented and institutional measures taken to 
ensure that the gains of development are not monopolised by 
a very small section of the privileged population who have to 
start with a command over resources. 

Besides other human and institutional factors, growth of 
an economy is crucially dependent on the rate at which it can 
undertake capital accumulation. Technically speaking, given 
a Capital output ratio for the economy, the rate of investment 
will determine the rate at which the economy will grown. There 
existed for quite sometime a misconception that capital output 
ratio can be very low in developing countries. This has proved 
to be quite -qrong. It is not only primarily due to - as is often 
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alleged - a craze for adopting capital intensive technology. 

The causes for this are rnuch more basic. Unlike what was 
commonly believed earlier, the incremental capital output 
ratio in agriculture is fairly high and is rising at a fast r 
rate. The major reason for this is that in labour surplus 
and over populated countries, the scope for increasing output 
through increase in area is getting/very limited. For 
example, in India, during the fifties, the contribution of 
productivity to total growth was only 30 per cent and area 
increases contributed as much as 70 per cent. During the 
sixties, on the other hand, area increases contributed only 
30 per cent and productivity increases as much as 70 per cent 
of the total increase in output. The conclusion is inevit- 
able that if agriculture in India is to gorw at a rate of V and 
^ per cent as envisaged in the plan, a much larger exist- 
ing area has to be brought on the irrigation accompanied 
with intensive agricultural practices like the use of ferti- 
lisers, insecticides, pump sets, tractors etc. These modern 
inputs are basically highly capital intensive and hence 
inevitably lead to a rise in incremental capital output ratio 
in agriculture. Furthermore, productivity increases being 
a key to the growth process, capital intensity tends to 
rise in all the sectors, as the developmental process gets 
accelerated. 



The purpose of this brief note is to examine the behaviour 



of savings and investment in India since 196 G -61 in the 
context of its past performance and future prospects of 
growth . 

For this, it is important to roughly relate the rate of 
Capital formation v/ith the growth rate of net domestic pro- 
duct in India* For this, it might be more useful to look 
at rates of capital formation at a percentage of NDP at 
market prices at constant 1960-61 prices. If one looks at 
the data upto 1975 - 76 , one is struck by the fact that in 
real terms, the highest rate of capital formation of 16.8 
per cent was achieved during 1966 - 67 . ■ Hthough during the 
seventies, the trend rate of capital formation is higher 
than that during the sixties, the highest figure that was 
achieved during 197^-75 was only 15»1* This got reduced 
to 1^.7 during 1975-76 and all indications are that it would 
be slightly lo/er during l976-77f The fact that we have not 
so far been able to achieve the rates of capital formation 
which were obtained in 1966-67 iS' highly disturbing. If we 
take the period 196 O -61 to 1975'" 76, we discover that the 
average rate of capital formation has been nearly 13 .U -4 per 
cent per annum, iccording to the national income data, the 
RDP at market prices recorded a growth rate of 3.72 per cent 
per annum during this period. This gives a capital output 
ratio of 3«6l:1 for this particular period. This compares 
with an incremental capital output ratio of 3 . 75 s 1 estimated 
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by the Planning Goinmission. It is very litely that this 
ratio will be in the neighbourhood of 4:1 . 

In other words, to achieve a targeted growth rate of 
5 to 5 per cent, we need capital accumulation at the rate 
of 20 to 22 per cent (net domestic capital formation as a 
percentage of WDP at market prices both calculated at 
I 960-61 prices). 

We will now examine the saving and investment data in 
this background. Table 1 below gives the saving rates in 
Indian economy. It- is obvious that the savings rate fluctua- 
ting between 8.4 and 11.8 per cent of ndp during the sixties. 
It has recently shown a rising trend and has reached at a 
level of 15 *5 of ndp during 1975‘"76. The Reserve Bank of 
India in its Annual Report has estimated that the rate of 
saving has further risen to l 5*7 per cent of ndp at market 
prices during 1976-77* This indeed neans that saving rate 
has tended to show significant rise during the seventies. 

Table 2 below gives the total amount and the relative 
shares of the households, private corporate sector and the 
public sector in the total national savings at current 
prices. It is obvious that household savings constitute 
the largest proportion of savings in the Indian economy. 
However, one is very much struck by very large fluctuations 
in household savings. Thijs , it appears that household 




savings , fluctuated between 61.12 to 85.54 between 1960-61 
to 1975 - 76 . The only thing one can say is that there seems 
to be some kind of a relationship between the high level of 
household savings and the years of agricultural prosperity. 

The second most important contributor to saving is the public 
sector. In fact, the savings by public sector are an important 
determinant for public investment. Of late, the public sector 
in India has acquired the loading position in the sense that 
it is basically public investment which triggers off private 
investment in the economy. Naturally, in this context, the 
role of public sector savings is very crucial in the economy. 

A. look at the table will show that during- the early' sixties, 
the public savings -were very high constituting ansrwhere between 
23 to 30 per cent of the total savings in the economy. How- 
ever,. during the later sixties, this percentage came down to 
a miserably low lev^l. for exarrple, in 1967 - 68 , the percent- 
age was only 12,08. It is notable that seventies have seen 
a regeneration of savings in the public sector. Whereas 
during 1970-71, these constituted 18 . 45 per cent of total 
savings, they rose to a very high figure of 23.40 per cent 
during 1974-75 4ut have marginally come down to 21.71 during 

1975- 76. The Reserve Bank of India ;^eport has indicated that 
the share of ptiDlic sector saving has further declined during 

1976- 77. 

So far, government administration constitutes the most 


important proportion of total savings in the public sector. 
The role of piiblic enterprises has been rather' negligible , 

For example, upto 1969-70, there were only few years where 
public enterprises contributed to any significant extent 
to the total savings in the economy. However, seventies 
have seen a very big change in this regard. For example, 
during 197*+- 75> public enterprises made a contribution of 
392 crores out of a total government saving of Rs. 1^97 
crores (that is as much as 4,6l per cent of the total national 
savings and nearly one quarter of the total savings in the 
public sector). iCL though, their total contribution during 
1975-76 has declined to Rs. 367 crores, still they constitute 
about one fifth of total savings by the public sector. Since 
very large investnBnts have been made in the public sector, 
it is naturally expected that they should mate an increasing 
contribution to savings in the economy. In fact, their role 
will be crucial in generating surpluses for the economy. 

It is true that defectiveprice policy has been one of the 
important reason for their dismal performance. In addition, 
they have also been plagued by bad management, excess capacity, 
bureaucratisation etc. .Thus, institutional and managerial 
and economic difficulties will have to be overcome in order 
that public enterprises start playing a major role in the 
economy. Coming now to the private corporate sector, one 
finds that there contribution to savings is very meagre. 




In fact, over the years the contribution of private corporate 
sector to saving has been declining. In some years like 
1967-68, it had reached the lowest level of 2.38 per cent 
from 10.53 cent during 1961-62. It is only recently 
that the share of corporate sector has tended to show an 
increase. Thus, corporate sector recorded a figure of Rs.843 
crores of savings during 1974-75* But, once again, the 
savings have declined to Rs. 570 crores during 1975-76 consti- 
tuting only 5*2 per cent of total savings in the economy. 

The Reserve Bank Report indicates that although the 
aggregate share of savings has increased from 15 *5 cent 
of ndp in 1975-76 to 15*7 Per cent in 1976-77, the shares 
of both corporate and public sector has declined. Only 
household savings have recorded a slight increase. 

It is quite obvious that raising the saving rate of 22 
to 25 P®r cent from the present level will need a herculian 
effort. Basically, it will mean that the public sector has 
to increase its share significantly through much increased 
taxation, reduction of subsidies and other efforts at resource 
mobilisation. The public sector has also to pull its weight 
more effectively. 

DOMESTIC CAPITj 4L FOB.MiiTI ON 

Column 5 of Table 1 gives the year-wise domestic capital 


formation from 1 960-61 to 1975~76 and column 7 gives the 
percentage share of net domestic capital formation to ndp 
at market prices. It is obvious from column 7 that 
recently there has been a tendency for the share of capital 
formation to rise , In fact, during 197^-76, it exceeded the 
earlier peak of 15.^- pen cent reached in 1966-67. The 
economic survey was hoping that the trend would continue 
and the rate will remain the same during 1976-77. However, 
according to the latest indication given by the Reserve 
Bank of India, the rate of capital formation has declined 
from l6.1 per cent in 1977-76 to l4.3 per cent during 1976-77* 

It has already been noted that net domestic capital forma- ^ 

tion will have to be raised to a much higher level to achieve 
the targeted rate of growth for the economy. 


Columns 6 and 7 of the Table brings out the difference 
between the share" of domestic savings and domestic capital 
formation due to capital formation through foreign aid* 

It is obvious that during the early sixties, the gap between 
saving and investnKnt was very high*. In fact, nearly 27 
per cent of capital formation v/as due to external aid. But 
recently during the seventies, the gap between saving and 
investment has tended to narrow down and foreign invest- 
ment constitutes a very small proportion of total invest- 
ment in th^ conoray. In fact, during 1976-77, for the 
first time during the last 27 years, the savings rate has 



exceeded the investment rate indicating that there has teen 
actually a net outflow of resources. This has been pointed 
out by the Reserve Bank of India as a very serious matter. 

It indicates that the economy is not picMng up in terms of 
investment contrary to what was expected by the Economic- 
Survey. This more serious at a time when India has accummu- 
lated vast stocks of food-grains and .also foreign exchange. 

Table 3 helow gives a break down of capital formation 
both by type of assets as well as by public and private 
sector, detailed study of this Table show^s that the share 
of public sector in the total capital- formation has remain- 
ed more or less Gonstant in relation to private, sector. If 
anything, recently it has tended to decline. In 197^-77? 
it declined to h-0.6 per cent from 47 per cent in the 
earlier year. Another notab le point is this that a signi- 
ficant increase in total public sector investment is due to 
increase in inventories. For example, the increase in stocks 
accounted for as much as Rs. 784- crores during 1973-74, 

Rs. 1474 crores during 1974-77 and as much as Rs. 2468 crores 
during 1977-76. It really means that the real investment 
rates are over stated because a high proportion of this 
increase is because of increases in stocks i35 food-grains 
etc. The real investiijent seems to have remained at the 
old level. 


To sum up, it appears that the buoyancy in investment 
indicated by the increase in the rate of capital formation 
is rather misleading. In fact, the economy seems to be in 
a state where it is not moving fast enough because of lack 
of investment. It is partly because the public authorities 
are not able to raise enough resources for investment. 

In fact, demard for foreign aid and multi-nationals has 
become an excuse for not taking measures which are absolu- 
tely necessary, A case in point cited by the Reserve Bank 
of India is that in spite of the economy’s unsatisfied 
demand for power, the demand for power equipment remains 
short of the capacity for producing it "because those who 
could use the equipments do nitit commarri. the financial 
resources to pay for it**. There is no doubt that very 
favourable circumstances exist wherein the level' of 
investment can be significantly raised. What is required 
is adequate political will power to mobilise resources. 
Unfortunately, that will powere is not coming forth. 
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I l/miRE OF Tl-ac PRICE PKOBLISM 4 SOI-IE COMNEIIIg, 

1. Tile continuance of price rise is one of the 
disturbing features of the last few months; and worse 
of it is a, gensraj. expectation in public mind that the 
Janata Government would not be able to keep an effective 
check on the rising prices. If the Government has to 
keep up its credibility with the masses it must demons- 
trate its determination by undertaking specific set of 
measures to curb any further rise, and preferably, 
achieve reduction in prices of essential commodities. 

This is one single most important task before the present 
Government. 

2. For evolving a meaningful set of policies, one 
needs to be clear on certain basic facts about the 
nature of the inflationary pressures of the present. 
Firstly , v/hen assessing the degree of price rise during 
a certain period, it is not adequate to refer to (i) 

Index of v/holesale prices, or (ii) the overall Consumer 
Price Index. It is a well accepted fact that the nature 
ard methodology of constructing Index Numbers in India 
suffers from many defects; and these do not reflect 
true picture of the price rise as experienced by a 
common man. Secondly., the oboective of no price policy, 
which has a social orientation, can be to hold or reduce 
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the advantage of reduction in whole -sale prices does not 
get passed, over to t'^'S consumer by the retail traders; on 
the other hand, the rate of rise in retail prices is 
higher than vdiat generally operates at the wholesale 
level. 


Fourthly , out of the total number of essential con- 
sumer items there are a few of them which do not occupy 
an important position (it terms of their individual weight 
in the total consumer basket) but are the trend setters 
about the price consciousness in public mind. For 
instance, if price of vegetables rises by ^0 per cent 
over one month its impact ofi the public mind x-/ould be far 
lesser than 20 per cent rise in price of pulses or vege- 
table oils. It is necessary to understand the reasons and 
rationale of the public mind \,;ith reference to price rise 
of different consume^' commodities. 

Fifthly, in a discussion on prices one has to 
recognize that there are groups of commodities each having 
its own set of reasons for price changes. For instance, 
the group of coninodities originating in agriculture would , 
have the characteristics of Seasonality and the prices 
would be considerably influenced by the level of agri- 
cultural production in a year. However, there are commo- 
dities of industrial origin, particularly if the industry 


the prices for all coirmiodities . A price policy, as an 

instrument of state policy, has to distinguish between 

price tre:ads for essential commodities and the non- 

essential ones . A socially desirable price policy must 

aim to make basic and essential consumer items cheaper 

and the luxury items more and more expensive. For 

pursuance of such a policy there v/ould, of necessity, j 

have to be longterm and short term measures. Under the i 

pleas for reducing prices, one cannot justify concessions 

in tax or hold out subsidies to production units which i- 

cater to the needs of the upper income groups of the , 

population. Similarly, one cannot plead for continuance ^ 

of low pricing by public sector for all goods and services 

because it has been traditionally so. The pricing formulas 

in India, even in the public sector, has been unjust in 

a large many cases. To the extent it is so, this has to .s 

be corrected, 


3 » Thirdly , it is essential to recognise that in India, 
it is not always correct to make an assumption that by 
operating at the wholesale prices alone one can de facto 
achieve a reduction in the retail prices. ‘Retail* and 
•wholesale’ prices do not move together. In fact, there 
is evidence to suggest that due to the rigidities and 
imperfections of the marketing system and trade practices, 




is dominated by a small number of producers, where prices 
are amendable to manipulation and monopolistic practices . i # 

And yet there can be a group of commodities which are 
close substitutes for traditional items of consumption. 

In the Case of such a group commodities the prices may 

remain fixed for non-economic reasons. In brief, while 

dealing with the question of price rise one has (apart :| 

from macro considerations of money-supply and credit 

policies) to analyse price situation in a dis -aggregated 

manner each case individually. It is this approach 5 

alone that can help achieve the desired objectives i.e. j 

a pin pointed approach to prices of a set of commodities f 

in contrast to seeking solutions in reducing the general 

level of money supply or cutting down on public investment. 

Sixthly , in the Indian context it is relevant to 
recognise that in a large consumer goods manufacturing 
and processing sector prices are fixed by industrialists 
with active co-operation and under the patronage, of the 
government. This holds ti’ue for textiles, sugar, vanaspati, .■ 

cement, pharmaceuticals, soaps and deteregents, bi-cycles ' ' 
and a host of other commodities. The prices for these | 

commodities are supposed to have been fixed to avoid 
excessive profiteering by producers. The facts, however, f 

are to the contrary. A small group of bureaucrates 


after discussions with representatives of the industria- 
lists, in practice, fix prices . The priraary assumption in 
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has been a Essential Commodities Act for long, the 
Government in India hare invariably, for undefendable 
reasons, pre fared to fix 'informal' prices instead of 
price fixation under the Act. This loophole has always 
enabled the manufacturers to escalate prices at : 
their convenience. 

7. seventhly , it is not often recognised that the 
pattern of production in an economy is a direct reflection 
of the. nature of inve.st rents and the production capaci- 
ties built over years. Left to themselves, in a free 
market oriented economy (which India essentially is) 
the new capacities are built to satisfy the market demand- 
v/hich in turn is aeterminad by the level an pattern of 

wealth distribution. The Government of India, 


incomes and 


6 | *• 

throuj^li its poricies adopted over three decades, has 

kept the public sector *3 role largely confined, to build- 
ing up of infrastructure and heavy and basic industries 
which provide cheap industrial inputs and services, ih-- 
Governaent had left the consumer goods sector for the 

private manufacturers and industrialists mth least regu- 
lation of prices , quality , production or distribution. 

Much worse than this has been the harsh reality that 
while the basic strategy of development assigned the 
consumer goods sector to the small scale and cottage 
industries, in practice, ’’large industrial sector and the 
Multinational corporations were increasingly allowed 
entry in the consumer goods sector of the developing 
economy of India. One has .just to name a consumer item 
and it would not take long to discover the existence of 
a large industrial unit, a multinational corporation or 
an Indian company with foreign collaboration in the 
field of production. May these items be toiletories or 
xirashing soap, vanaspati , shoes, textiles, writing ink, 
pharmaceuticals, cigarettes, crockery, sugar, processed 
food, baby food,- coffee , tea, beverages, or house hold 
durable items of conventional and non-conventional nature. 
The above pattern of development has a variety of built- 
in implications - these, of course, 
the realm of prices. 


also travel beyond 




8 . And lastly , an' unfortunate feature of the Indian 
economic system is that an avorag^ consumer does not 
have access to price infoiTnation. He has tO; either pay 
. or go without the goods, If he raises any doubt about 
the high prices at retail outlets. Even such commodi- 
ties for which prices are fixed, are sold by retailers 
at a premiujn. There is near absence of price vigilance 
by the government. Very few would know of the agency to 
whom one could go for redress. The price tags, one 
good aspect of the Emergency, are increasingly dis- 
appearing. In a situation when traders expect supplies 
of a commodity to get reduced, they indulge in the 
practice of hoarding to be able to sell goods in black 
market. Such anti -social activities do not attract quick 
remedial action by any governmental wing. Invariably, 
and strangely enough it has become a practice to place 
higher reliance on appeals of cooperation from traders, 
during such times, then taking punitive action with all 
the necessary social and moral sanctions. 


9. One can approach the problem of price rise at a 
macro level and relate the rise to increased money 
supply with piiblic. The nature of conclusions folloxang 
from this angle is obvious. On the other hand one can 
stress on the need for augmentation of supplies through 






enhanced production; Again, the constraints, to production 
can be identified both in general and specific terms; 

There is the third set of suggestions which underlines 
the need to build up a broad based public distribution 
systein. While one can not take a position that the above 
approaches do not have any relevance to the present 
inflationary situation, one would like to underline the 
institutionalized factors which are indeed the root 
Causes of the recent inflation in the country. 


10. The imperfections of the market, with assured 
patronage of the administrative system, are indeed of 
real significance in escalation of prices in an organised 
manner. The co-operative stores (called as super bazars) 
promoted as instruments of reducing high intermediary 
profits have become display windows and sales counters 
for products of the large production urd..ts belonging to 
multinational corporations or monopoly houses. Though, 
these are supposed to be large chain stores which can use 
their bulk buying power to bargain for lower prices with 
producers, the fact is that large manufacturing units 
are able to dictate their own terms to these cooperatives. 
The institution of consumer cooperatives has turned into 
producers ’ cooperatives . 


I 
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11. One feels that price problem of to-day has also 
to be vie>;ed from manEpement angle. There have to be 
commod-ity perspectives vjhich are realistic. If the consumers 
are taken into confidence about un- avoidable shortages one 
would not find so much, of dis-satisfaction amongst them. 
Nothing could be worse than a situation vdien persons in 
authority give out assurances x^!h.ich have no real substance 
and are contrary to day to day experiences of the common 
man. The credibility of the governmental institutions, by 

^ Cl m o K o.”, -irorl 4- 4" ^ 


12. At the end one may also emphaisze that the Govern- 
ment v;ould have to soon decide if it would still continue 
to keep the public sector confined to heavy and basic 
industries. If it does not favour public sector entry’" into 
processing and manufacturing of essential consumer goods, 
it cannot hope to mearangfully change the present pattern 
of production which is essentially built to eater to the 
need.s of the elite sections of our society. 
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j'liCHOMIC DMOCRACY 


ICONQMIC JUST IG3 I si III 


The edifice of national oconomic policy should be 
constructed on the basj.s of oconomic dniiiocracy will ch; should ' 
be geared to the adoption of a strategy vfiich also ensures 
economic justice, 
aconomic Democracy 

The essence of an econonic democracy is that tlio votes cast 
on the markst (by individuals directly through eicoenditure 
themselves or indirectly through providing amenities to them 


by purchases of materials by their employers) should be equqLised. 
This calls for measures to reduce drastically the power to spend 
out of one's wealth and income* It does not necessarily require 
a curb on one’s income and wealth. The basic question is 
whether we shall immediately get an egalitarian society or 
through the intermediate region of an equaiitarlan one. The 
former is one in which the incomes and wealth, and consequently 
consumption, are all equalised; wdiile the latter is one 
in which the exercise of purchasing power of unequal incomes and 
unequal wealth is sterelised so that consumption is sought to 
be equalised (or disparities materially reduced as a first step 
towards equalisation) , Unless consumption i s directly attacked, 
it is felt that the indirect process of curbing it through 
reduction in net income or irot wealth are ineffective (short of ■’ 
a socialist r. volution) for there is alna^/s enough left with 
the higher Incorr -and-vf alth groans to create a consuraption 
disparity of one to hundred (or ioore) between the median 
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consumption, being of tlio common man, and oliat of the clan of 
affluent persons. 

Sq uall t a rian Stat e 

To establish an eqiiqlitarian state, it is necessary that the 
matter be tackled both frora the sHeof consuBiption and production 
control. The ordinary run of indirect tastes, whether on 
necessarie^s or on luxuries, fail to limit the consumption of the 
lujcury goods for the top income echelons. They do so from the 
bottom only and hence they are prohibitive for the lowermost 
strata which actually uses or the top-most among the strata wniun 
aspire to use the goods. For those above that strata, the in— lol..:. 
as it wore, there is no great dissuasion. The Income-Tax also 
does not hit so much the luxury consumption as the Investments 
of the affluent. For the most affluent section of assessees - 
the firms and corporations - it acts as an incentive rather tnan 
a disincentive 5 for the higher the expenditure on decolam 
panellir-g of the office and residences of the executives, the 
less the tax base of the firm. 

The ICaldorian expenditure tax is Indeed, in theory, an 
important disincentive for consumption, but it was never 
introduced in India. The Irlshnamachari version of it was 
ill-designed, ill-executed, ill -evaluated, ill-condemned and then, 
instead of strengthening it to roniovo defects, it was withdrawn. 
But the Kaldorian Expenditure fax works from the demand side as a 
disincentive to consumption. The experience lias been that unless 
the disincentive comes from the supply side first, demand 
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disincentives are meaningless . Thus one cannot plan for 
expanding the production of refrigeration and then tax their 
consumption for the ostsnsible purpose of dissuading people from 
buying them, A fall in expected demand induced in such a way 
is easily and bound to be rectified by giving loans and other 
facllitiGS to Government servart s and other privileged ^ groups to 
buy refrigerators on easy terms to prevent stocks accumulating 
and either excess capacity or retrenchment or both in that 
industry. An, introduction of Demand Policy without changing 
correspondingly the Production Policy is like bridging a river 
without controlling its flood; the latter soon, in unabated fury, 
overpowers .the former. 


The Disparity Tax tries to hit at unnecessary consumption 
from the supply side as well as demand side. It gives 
substantially better treatment to assessees who invest in 
priority lines in relation to those in inessential fields, thus 
redressing the existing Imbalance in favour of the higher 
lucrativeness of investments in luxuries , It also discriminates 
between socially approved and unapproved sources of income and 
treats them differently, again making a substantial difference 
in the amount of tax payable. It discriminate aiiiong the large, 
medium, and small scale as also the mmature scale as regards 
investments; and it bridges the gap bet^/een the high social 
cost of the large scale and i'cs low apparent cost on accounc of 
the innumerable subsidies and concessions which the large-scale 
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unapproved sources, to -- 

4... w -r-ivst scaling da-inwards the unapproved 
the notional Investments bv iii^t .ucaiino 

ones, and then the Motional consumption thus obtained is 

subjected to a rate of taxation wherein the marginal rate rises 

progressively C rather than regresslvely, as In Inoorae Tax). By 

virtue of this, at higher consumption levels (uhathar of 

Individuals or of corporations or of unics of deolsion rt . ' ^ ' 

Government) for a thousand rupees consumed or raisinvested, th., 

tasc liability may become higher by several thousand rupees; and 

conversely for a thousand rupees not consumtn our well 

invested, the tax liability is reduced by a few thousand rupees 

(which also have tobe well -Invested to escape the rigours or 

Disparity Tax) . 

The Disparity Tax allows incomes to he -amed to any extent 
and permits unhindred accumulation short of the extent beyond 
which one enters the concent-a tion circle (defined as that 
from which large-scale production starts). But the tax prevents 
tho misuse of income and wealth though earning and possession of 
wealth are both considered to be e :sential elements of growth in 
a composite . econow consisting of the -pu-blic, the Private and the 
Joint Sector. The system ebing run to achieve economic democracy 


is coimnitted to oiisuring a product Ion icattern which yields a 
consumption, standard and spoctmim winch avoids the sting which 
i V., usually associated w..i.Oii use oi woa.doh for conspicuous 
consumption.: 

fne tax wnll do payable v.dth certairi discounts when paid 
in xor,ia of certain shares oi' I...olc';i":g Comran}'' not ordine.rily 
marleeted, or oi essentia'. co:''tnoJ j-ij.es on a dei-ivery receipt, 

SceCh component of tlio tax help;,: tho others in achioving the 
objective and does not oppose the economic nolicy of growth 
and oqualitariaiiism as the Income Tex does by acting as 
disinduceraenc to earn and to produce, while providing an 
inducement for corporations to spend lavishly to over -capitalise, 
and CO increase the salaries asid perquisites of the executives 
as also wages of the rest of the employees, 

Tne Disparity Tax properly designed, makes the allocations 
halaneed in such a va.y that production of essentials is 
sufficient to deal with the self-demand of the productive sector 
as also excess demands created by investments in long -gestation 
projects” while >;asteful expenditure is forced to be avoided 
both by the public sector and private sector. It acts as an anti- 
inflationary device, in the background of which there is 
expectation of plentitude of essential-coimnodity production, 
and hence an inbuilt disincentive ix for hoarding is obtedned. 

It helps, therefore, bne otnir measures for control of inf latj or 
and if a Government wishes to work seriously for curbing price 
rises, it is essential for tho otlj.or measures to succeed 
continuously for any length of time. 
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Pemea tioK.. .of 

The pattern of Invcstraonts vrhicht-'ciild 'be proposed to be 
achieved would reflect the long-torni strategy to be adopted 
for Full development to be achieved at the earliest. Full 
development is the attainment of the Crolden-age grow'tn at 
full -employment for tlio then ■■■existing population. lu aims ao 
providing enough Heavy -jnvestmorit no provide highly mtchana.sod 
machinery for production of consumption floods at the scandard of 
living of workers in the average advanced countries, to all 
the ^^rorking population at full employment. 

The various long-term strategics aimed at achieving the 
objective in least time, all suby-^et to iion-inflaeionary 
growth, get classifis-d Into two groups - those in which consumpt ic. 
goods as well as capital gods percolate frora above, and those in 
which they permeate from below. In the Percolation group of 
strategics the provision of goods is la do for those inside the 
Glass-curtain Fconomy ( X'jhere a mass of people from outside vjatch £ 
few privileged ones enjoying the material benefits access to which 
is rigorously denied to those whoso hands are stopped at the Glass- 
CLi- tain for lack of purchasing power). This is done in the hope 
that these goods will percolate downward to more and more people. 
Thus the supply of televi'^ioii sets as consumption goods or the 
provision of tractors to a few farraers as capital goods is done 
in the expectation that, in time, all persons desiring these will 
get them, are both frustrated by the fact that fresh investments 
tend to provide better goods to the same affluent sections - 
whether it be change from black-and-white to technicolour in 
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television, or from tractors to combhied-harvestsrs in 


agriculture. 


Tne Permeation Group or strategics, on rhe other hand, 
insist , upon, austerity in. consuraption for a3.1 (not only the masses), 
and provision of siraple equipme-nt for the manufacture o.f essentials. 
In one form of permoaticn strateg^r oeJ.led VJage-goods strategy. 

Heavy investments are postponed,; i,n the ether form called Heavy- 
Investment strate,gy, this sector is given the highest priority. 

In both tiiese, the supply of essentia,! consumption goods is 
plentiful in relation to the deimind, and the techniques used 
are labour-intensive. Both these distribute the consumption 
goods and industries in the countryside and in the small towns, 
noth use technique of production which do not, to any large extent, 
depend upon tho products of Heavy Investments or foreign exchange. 

In both, the profit to wage ratio is low, output capital ratio 
high and employment per unit of output also high. In both 
employment can grow fast. Both of them yield social justice and 
simultaneously with it, its own type of growth. 

Bconomic Justice 

But the distinguishing feature between social justice and 
Justice (Economic and Social) is defined to be that the latter 
gives inter -generational equity also. In the Heavy-Investment 
strategy there being little diversion of capital goods emanating 
from the Heavy-Sector towards the consumption goods, there is a 
large rate of .ploughback of TIoavy- Investment goods in the 
regeneration of that sector, and because of its rapid growth it 
offers huge employment there Cooth in highly -mechanised forms of 
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production-liko the steel raills »• and las.:j mechanised foims 
like multipurpose dams construct sd vith labour -using methods) , 

But the products of the- H'-savu’^-'i-tu/csciTient sector being used 
for its own expansion mostly 5 there is a build-up of long-term 
industrial capacity of such an order that what would have 
taken ten generations to accomplisli is telescoped into 
three. The economic justice to the future generation, giving 
them a highly-sophisticated heavy -machinery sector on which 
to secure with its capital-intensive equipment viiatever standard 
of living they i^ant, takes into account the responsibility of tht 
present generation to use the nations given present -endowTuents 
for their own benefit as well as that of the future. The Ir.eav.y- 
investment strategy as a form of Permeation Group of strategics 
gives growth with economic and social justice, based upon 

equal! tarian consumption, whereas the Wage-goods strategy 

though providing social justice tells the next generation to 
look after itself, thinking in terms of the bull of the famous 
nineteenth century Irish Parliamentarian, Sir Boyle Roche, 

"Why should we do anything for posterity, when posterity has 
done nothing for us?” 

Whenever one hears references to too much investment in the 
Heavy -S.ec tor, one is reminded of this attitude, on the basis of 
ifhich Full Development -i/ill never be achieved. 

Heavy -Investment Strategy 

Often the thiiilcing on economic strategies is confused by 
the fact that everj^thing which is capital-intensive is called 
Heavy Industry( a terminology for which the Planning Commission 
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has in the last twenty-five years owes no little responsibility) , I 
It is to be clsarly understood that the' Heavy- Investment j 

strategy gives priority to the Heavy-Sector which is solely 
comprised of the set of industries which are essential for 
the grox^rth of rhe inf ra -structure, provided consumption goods / 
are provided from outside (from a sec cor of low degree of 
mechanisation using hardly any Heavy- Investment products). Thus 
chemical fertiliser factories though highly capital-intensive 
are not part of the Heavy -Sector in the Permeation Strategy 
Approach, They take their place, along with tractorsj etc, 
as comprising the Mechanised Light -machinery sector. On the 
other hand, building a railway track embankment with the 
help of labour, basket and poles is a part of the, Heavy 
Sector, 

By virtue of this, what is one to make of the Policy 
statement that in India we do not v/ant Heavy investments 
to grow fast? What exactly is being disapproved here? Is it 
against the railway locomotives and electric generating- 
stations which are the backbone of industrial expansion, or 
against fancy heavy investments in satellite launching or for 
combined-harvester production or acrylic fabrics or seventy 
seven cola? One is not at all sure as to what. is being 
attacked, but one suspects that this attitude will hit 
the capital-goods industries essential for their own 
regenration, while the capital-intensive industries of 
Mechanised Light-Machiuery strategy or Eubberf osm-Mattress 
strategy will swim through for not only their survival but 







in thriving form for future growth. To resile from the 
policy of Priority for Heavy Investments is the greatest ham 
for Economic justice which esm be done to this country by any 
governmentj whether one v.iiioh does not (out of inadequqte 
comprehension of issues involved) believe in it, or one which 
did believe in it but ^ c not (out of inadequate comprehension 
of the. type of strategy required for its proper implementation and 
realisation) actually achie ve the obj c-ctive. The perco at ion 
strategy of Mechanised Light-Hachineiy which is the basis of 
the Mahalanobis Model is antithetical to the priority to the Heavy- 
Investment Sector because of the draught on the products of the 
Heavy Secotr which it entails for the consumption-good sector. 

The percoation Strategy of Rubberfoam-Matteress which grew out 
of it in practice ( by keeping the modernised capitalist sector 
in operation while pushing it out of the Heavy-Sector into the 
consumption sector under an Industrial Policy Resolution), is 
a parasite feeding uoon the Heavy- Investment sectors grovftli 
prospects as well as appropriating materials vrhich would have 
in the alternative gone for production of consumption necessarj.es 
The votaries of the Mage-goods strategy who want Heavy- 
Investment to grow only for providing the Inputs for the 
agricultural sector are in grave danger of unwittingly 
succeeding in making the. economy stray out of the Permeation 
Group to adopt the Mechanised Light -Machinery Strategy of 
the Percolation Group. 


The a Dove are some simple elements of economic development 
with social justice v.?hieh undergraduates are taught at 
Osmania and certain ct-hor universities, as preventing the 
achievement of Gconoaic and Social justice, rather tfen being 
indoctrinated, as in councless other citadels of learning, 
into believing in the tradlticnai principle of producing 
what the market demands ( wb.icli is true only ^t_er .Economic 
Democracy has been acliievoc’ by oith .r equalising incom' s, or 
imposition of an equalitariaii tax like the Disparity Tax 
with unequal incomes continuing in the meanwhile). It is 
time that some clear thinking on th -se and related issues 
took place in policy-making circles, so that one would break 
the shackles of orthodox economics enveloping our thinking. 
Non-Inf latio-nary Deficit Financing 

Mith the pattern of Investment, set by the non-inf laticiiar:/ 
strategies of the permeation Group stressing Heavy Investments, 
and the instrument of Disparity Tax as a powerful weapon to 
achieve this pattern in Public and Private sectors both, the 
form of finance of new investment can be by expansion of 
currency to the desired and necessary extent! There can be no 
fear of inflation, as the pattern of investment is set to avoid 
inflation, as also because indirect taxes will either be 
minimal or non-existent , (This will prevent a situation which 
while depending upon, revenue - oriented taxation causes prices 
to rise both when the .indirect taxes are put on necessaries 
and by a process of percolation of burdens, on luxuries). 


The rate of interest will be low in genral^ and lower 
as per a discriminatory schedule, in the proper forms of 
investment, while it will be high in ujiap proved forms » 

The rate of profit in necessaries will go up x and in 
luxuries it will be brought down to a lower level than in 
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necessaries. The costs to the agriculturists a: for all inputs r ! ■ 

being lowered, the price of produce will be kept low and : | 

will still give an incentive rate of profit. The needs of a | 

low price of essentials which the industrial worker wants | 

1, ■: ■ ■ ■ ■ ■ -I: 

will be fulfilled without hurting backbone of the agricultural 

sector, the small-farmer- thereby allowing the achievement 
of the Accord between Industrial and Agricultural working-class 
interests which is necessary in this c-)nflict-of -interest ^ 

situation of the two main groups of the working population. | 

With a low interest-rate policy and the incentives to - | 

Investment in necessaries the necessity will disappear of two f ? 
opposite tjp es of advertisements which are being done - ! 

’’Consume more” by the private and public-sector producers 
of lu3turies, and "Save More" by the National Savings Organisa- , I 
tions| the former always getting a better response in the 
current situation, A nation does not require savings from 
the subsistence level wages of workers, Mt their best 
::'^^^r|is,.yS^ving^^ :Only a money ■wag.e :hi:gher :f han ■ ■ 

necessary, and hence without savings a price level will rule 
which will be below that which is expected to rule when 

costf : f fililill If S:- 
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2. Public distribution policy, so far, in th.e country 
has been diverse and uneven as between different regions. 
Whereas the State of Kerala has almost 90^ of its 
population covered by some system of public distribution 
of food-grains, Karnataka has public distribution only 
in seven out of the eleven cities in the State. In 
Gujarat public distribution of food-grains covers a 
substantial proportion of rural as well as the urban 


PUBLIC DISTRIBUIIOK OF ESSENT IAL CQMMQDIIIES ; 

SOME ISSUES 


1. This note attempts, to present eome of the principal 
issues in public distribution policy for essential commo- 
dities especially food-grains. The heed for an adequate 
public distribution system (PDS) , is broadly recognized 
by most economists and policy-makers in the country. 
However, the objectives of such a public distribution 
system have not been clearly identified. Three main 
objectives of public distribution policy could be consi- 
dered; (i) maintaining a parallel or counterveiling force 
when the market is not functioning properly duS’ to various 
types of bottlenecks; (ii) containing the prices of 
essential commodities which may have the cost-push 
effect and (iii) immunising the vulnerable sections of 
the population against price rises. We, here, consider 
the third objective as the primary focus of public policy. 



3i” 


population. There are nearly 9^09 fair , price sh-ops and 
they are also experimenting with’ mobile fair price shops in 
one of the tribal regions. In a number of other States, 
it is largely some of the urban areas which are covered by 
the public distribution of food-grains and levy. Rural 
areas have generally been left out of the public distribu- 
tion system due to administrative difficulties, non-viability, 
etc. Urban centres especially big cities have been covered 
by public distribution on the plea that these high purchas- 
ing power pockets, unless cordoned, would suck av/ay the 
essential commodities from the rural areas and thus raise 
prices for them. However, it is ' recognized that an important 
reason for covering large urban centres is the fear of 
organized sections of industrial workers and middle-class 
exerting political pressure on the system. 

3 . Most political parties in the countr^r have accepted 
the need for strengthening the public distribution system 
and insulating the poor and the deprived sections against 
possible high prices in a period of scarcity. The rural 
and the urban poor are particularly vulnerable to these 
price rises since they cannot afford to buy even their 
minimum needs of essential consumption goods at these high 
prices . This is sharply brought out by the fact that we 
have a foodgrains stock of over 20 million tonnes available 
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with US , , the nunber of people who are under fed and 
undernourished exceeds at least 100 million. While , the 
real solution of this problem lies in raising the income, 
employment and productivity of the rural poor, in the 
short period they would need to be protected ard possibly 
subsidised in respect of their basic minimum needs through 
an efficient and adequate piblic distribution system. 

Obviously, public distribution system for its 
efficient running requires a system of timely ard. adequate 
supplies. In some case these supplies will have to be 
procured internally and in others, supplemented through 
imports. The quantity needed anually for running the 
public distribution system depends upon the coverage of 
the system, whether full or partial needs of the vulner- 
able sections are met and whether the system is operating 
through out the year or in some seasons. The estimates 
for food-grains for the public distribution system range 
from 12 million to 251 million tonnes. 

5 . Questions have often been raised regarding the 
operational aspects of the public distribution system. 

It has been observed that the off-take from the public 
distribution system varies from year to year. It has also 
been noted that in case of food-grains one of the reasons 


for reduced offtate 1= the type of cereals available 

I Tn n number of rural areas, 

with the fair price shops, ^.n a numoer 

r. ■PrN-r' nonr=;e oTains over wheat and 

there is preference for coarse 

rice which are generally procured and distributed through 
the system. It may be necessary to build up stocks of 
coarse cereals also. However, one will have to take into 
account the possible more rapid deterioration of some 
of these cereals during storage. 

6. Questions have also been raised regarding the 
viability of rural fair price shops. It is obvious that 
the commodities in which a rural fair price shop deals 
would have to be diversified, the population it covers 
would have to be enlarged, if it has to become viable. 
BKept in areas Aere population is extremely sparsely 
located, it may be possible to make the rural fair 
price shops viable by diversifying their product lines. ^ 
It would also be ivorthwhile In this oonnection^to experi- 
ment with mobile fair price shops and fair/shops func- 

. j_i u +-n ri'n'i h'lypqT’s for thc tribal and rural 
tioning at the hate and bazaare xux 

areas where such institutions exist. 

7. Questions of support price, procurement price 
and issue price need to be considered for the essential 
commodities covered under the public distribution system. 
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Further, the channels of procurement also need to be 
clearly identified. In case of foodgrains, procurement 
practices have differed from region to region. While in 
Punjab and Haryana procurement was done through the regula- 
ted markets by a system of pre-emption by the procurement 
authorities/agencies. Some of the States have used levy 
on producers or on millers (in case of rice). The pro- 
curement system can be made more progressive, if it is 
a graded levy on the producer. Procurement through the 
market is generally likely to be regressive in character 
because the smaller producers are likely to come to the 
market immediately after the harvest when the prices are 
generally low. There are, however, administrative problems 
which may arise where the nuiitoer of farmers or producers 
who have to pay the levy in a region is extremely small. 

Such a situation may arise in deficit districts or regions 
v;here the producers v/ith adequate supplies may be extremely 
small in number. However, there seems to be no valid 
reason in excluding surplus producers in deficit regions 
from the purview of procurement . 

8. It has often been contended that in period of 
scarcit}?-, procurement can be done only with a certain degree 
of coercion or 'taxation'. However, the fact that as a 


result of procurement, the open market prices rise and 
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thereby give a certain advantage to the producer is often 
omitted. If we consider the weighted average of the pro- 
curement price and the open market higher price, the pro- 
ducer may not necessarily be a loser. Further, if we want the 
government to accept the responsibility of supporting prices 
when these are declining buying at a price higher than the 
market would determine we cannot justifiable raise any 
objection to its buying at a price lower than what might have 
been but for procurement. The suggestion that procurement 
price needs to be raised on the basis that these are confi- 
scatary is therefore specious. Further, it cannot be shown 
that a higher procurement price would lead to greater pro- 
Gurement ,;Of:fsupplies^..^-^ 

9. The question of issue price of the foodgrains has 
received considerable attention from scholars and policy- 
makers. Evidently, the issue price has an effect on the 
open market price; which has linkages both to the open 
market price and the procurement price. It may also influence 
the general price level and the economy through its impact 
on the size of the subsidy. If we look at the question of 
issue price from the main objective of the public distri- 
bution system, namely, catering to the needs of the vulnerable 
segments of population, the question takes a completely 
different form. In this ease, the issue price would have to 



be lower so that these segments could afford to consume the 
minimum quantities needed for their health and well being, 
VJhether one can have two typos 01 issue prices, one for 
the vulnerable sections and the other for the not-so-vulnera- 
ble is a question that needs to be further studied because 
of its administrative implications . affect on the open 
market prices etc . 

10. The foregoing paras have looked at the public dis- 
tribution system particularly from the point of view of 
foodgrains. Problems connected with building up of an 
efficlant public distribution system for other essential 
commodities such as pluses, edible oils, cloth and sugar 
need to be studies in greater depth. While some of the 
problems may be common there are technical and relative 
price problems with regard to the pulses and the problem 
of instability in proa. action with respect to oil seeds and 
cotton. Those have to be tackled on a longer term basis, 
however, some immediate action in terms of building up 
stocks and public distribution are necessary so that the 
prices of some of the essential coimiodities can be brought 
down and minimum supplies made available to the poor. 

-ooOeo- 
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RURAL UIIBMPLOYMT AUL POOR 


It is in the light of the well known scenario of 
poverty and unemployment that vie- have to taclCLe the 
problem, the first point which strikes one is that 
poverty is much more widespread than unemployment. This 
means that a person may be employed and yet remain poor. 
This may be due to several reasons. If he is fully employ- 
ed and yet poor, it would mean that either the type of 
work he is doing is not productive or re mmune native 
enough or, as in the case of bonded labour, he is exploited 
by his employer. In another case , such as that of a small 
farmer, his far may be so small that it does not provide 
him enough work and income. Similarly a small tenant 
though he works hard, he may not earn enough because he 
has to pay exhorbitant rent to his landlord. The rural 
artisan is poor because there is not enough demand for 
his products, either because of lack of purchasing capa- 
city of his clients or because the goods he produces are 
not able to compete with the same goods produced by 
factories. The point is that each situation demands a 
different type of remedial action. 

Numerous measures have been adopted during the past 
2^ years for reduction of poverty and unemployment. 

There have been crash programmes of employment, employir;3nt 
guarantee schemes, special prograiiimes for small farmers, 
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agricultural labourers, tribals and for dourfeht prone areas. 
Though well intentioned, their impact on poverty ar^i un- 
employment ha 3 been negligible. Sometimes, as in the case 
of the 20 (and 24) point programme, they did more harm 
than good. The freed bonded labour had to starve and the 
moneylender became harsher when his earst\\rhile clients debt 
was linquidated, but no alternative agency was ready at 
hand to lend him r^ney. The Janata Government which has 
replaced the previous regime believes that the very develop- 
ment strategy with its emphasis on big industries and neg- 
lect of agriculture, small-scale ard village industries was 
misconcieved , This is too simplistic an explanation and I 
am unable to accept it. Instead, I would accept that the x-'Cpr 
were neglected and the rich, particularly in agriculture were 
favoured. Apart from the requirements of defence, big 
industries are needed for modernization of agriculture and 
also of the small-scale industrial sector. Agricultural 
sector needs chemical fertilizers, pesticides, irrigation 
punps , power-tillers and in some regions, tractors. Small- 
scale Industrial sector needs lathes and machine tools. 
Besides, we need cement and steel for bridges aid dams, and 
power generators, transmission towers and cables. The 
dichotomy of industry and agriculture is thus false and 
untenable. Even so I welcome the Janata Party’s intention 
to pay more attention to agriculture, small-scale and 


# 4^- 





village industries and labour intensive technology. The 
ru.- will be in transla lng these intei a^ into concrete 
programmes. This will need considerable homework. Take 
the case of Khadi. why is Khadi not able' to compete with 
mill-made cloth? when we try to upgrade its 'spinning 
technology - through Anibar charkha, 6 spindle and 12 spindle 
and now with partially mechanised mini-spinning units - we 
find that its employment potential comes down drastically. 
The irony is that, by aid large, mass produced goods - 
goods produced by the poor masses of comparative quality 
are more expensive than mass -production goods - goods 
produced on large-scale. To put in other words, large- 
scale production is cheaper than small-scale production. 

The scales can be turned by taxing the forner and subsidising 
the latter . But if as a result , the price of essential 
commodities like cloth goes up, you tate away from the poor 
by nand what you give i.o him with the other. Thinking 
aloud, I would say, encourage the artisans to produce fancy, 
luxury, high cost goods - carpets, shawls, toy's, hand 
stitched leather goods, etc. and let the mass consumption 
goods be produced relatively cheaply through large-scale 
production. Dr. Raja Ghelliah in a recent article (Times 
of India, July 6) has put the same idea more explicitly. 

To quote: "As regards mass consumiption goods other than 
foodgrains, it is the mechanised sector that can create a 
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surplus o f wage goods over and above what is consumed by 
wrkers in that sector, which can then be used to provide 
employment to others .... Th^ 

to employ surplus -creating techniques in mass consumption 
goods industries and adopt labour intensive, and relatively 
non-nEchanised techniques for capital formation in agri- 
culture, rural transportation and housing etc.'* 

In the field of agriculture, the malady is more deep 
rooted. It emanates from lack of productive assets, mainly 
lard, ard exploitation of the weaker sectors, be they 
marginal farmers or share-croppers or landless labourers 
of tribals or harijans, by the big and often absentee 
landlord^ the money-lerd-er and the trader. Its elimination 
would irr/olve a complete dismantling of the existing rural 
power structure, and not simply an increased allocation to 
agriculture by a few percentage points. 

To sum up: 

(1) More food shoiiLd be produced at lower cost through 
improved technology so that even if the money incomes of 
the poor remain the same, their real income will be higher. 
If the food prices can be kept lov7 - as a result of lower 
cost - the poor will be able to buy more food without 
additional expense . 



-5^;- 

(2) tfeasures should be adopted which would prolong 
the duration of ‘enployirient of the self-employed - be they 
small farmers or rural artisans. Irrigation can keep small 
farmers to double crop their land and improved technology 
Can improve the quality and reduce the cost, of goods pro- 
duced by the artisans and make them more coirpetitive with 
mill -made production. 

Provision of subsidiary occupations like milk - pro- 
duction and poultry would improve the emplosnment and income 
of the landless labourers. 

(3) Security of tenure, institutional credit ard 
marketing should be provided to protect the weaker sections 
from the exploitation of the landlords, money-lenders, 
traders and the middlemen. 

(V) The hard core of the chronically unemployed should 
be provided guaranteed em.ployment on building up , rural 
infrastructure - roads, community wells, housing, lard 
development, soil conservation, afforestation. There is 
nothing very original!, in what is stated above. But then 
Janata Government wall be judged not by the originality of 
its development strategy, by whatever name it is called 
Gandhian or Socialist, but by its success in implementing 
some of these rather simple-looking programmes in the 
5 lakhs and odd villages of India. 
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Ghvaran Singh has put forth an alternative 
approach to naior economic issues before the natio iP 
He argues for remodelling of tha economic policies on 
what is generally claimed as the Gandhian lines. His 
basic formulations need serious examination. This Is 
particularly so# since Gharan Singh is ^(i) the founder 
leader of the erstwhile Bharty a Hok Dal (an important 
constituent of Janata Party) and occupies a high position 
in the ruling political party at the Centre and in many 
States as also hold important portfolio in the Covernnent 
o. f India J '(it) u '^ocal and aggressive personality to fight 
fo r a caus e that he believes to b e just and reasonable; 
(iii) bis formulations and policy proposals appear to be- 
backed by statistical evidence to introduce an element of 
objectivity; (iv) the attack on heavy industry bias in 
planning# in his thesis# is derived from his case to 
prove the neglect of agriculture' during the post- 
independence era. His plea for higher priority to 
agricxjlture and the need to introduce an element of 
preference to the rural sector would# because of the 
large lural population, find syn^) ethic popular response 

(l), Gharan Singh, Minister for Home Affairs# Govern- 
ment of India has recently circulated a paper 
elaborating main points of his thesis. The name is 
avail abl e as J ” Hotes on Indian Economy ” (Mimeo graphed ) 
for the Seminar on Economic Policy Options# S4-25 
September# 1977# Delhi. One may also refer to his two 
books published earlier Whither G oop erativ e Fartaing ? 
( 1957 ) and Joint Fax-mng X-Ra y pd Tl95 9j. 
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from nearly fotir-fifths of the Indian population. The 
proposed emphasis on agriculture is likely to be welcome 
in all parts of the country and the appea.1 would not be 
confined to some States only; and (v) as the Janata Party 
is still to acquire its economic personality, one has 
reason to expect, his formulations and economic policy 
frame has a direct relevance in evolving the future public 
policies for the next few years. It is because of these 
reasons that one needs to critically examine the Oharan 
Singh thesis. This paper is one such effort, 

2, What should be the future pattern of Indian agrarian 

structure ? The future agrarian structure should, 
according to him, ensure: 

a) Maximum production of iirealth or eradication 
of povertyl^^ 

b) Provision of full employment; 

c) Equitable distribution of wealth and avoidance 
of undue disparities in incomes; and 

d) Strengthening of democratic trends. 




It is argued that the government must ensure < 

(1) abolition of all types of intermediaries and all 

(2) , The objective as stated presumes that enhancem-ent 

of agricultural wealth would not only be equ^ly shared but 
the gains of development woiold somehow flow in favour ^of 
the poorest, resulting in eradication of poverty. This 
approach is well comparable with that of PICGI and the notion 
that growth in GWP would . always mean eradication of poverty. 
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cultivators should be brought under direct relationship 
with the Stati|^ (ii) fixation of Cc^sh rent as multiple 
of land revenues; (iii) early completion of consolidation 
of holdings; and (iv) abolition of all right of z’esumption 
by landlords. 

The above stated four land reforms laudable and ^ 

Congress and the Government of India have always pleaded 

f ■ ■ ■ 

I for their early and effective implementations This, there- 

t 

fore, is not the distinctive feature of his thesis. 

:4£p,rQ^h_to 3. Charan Singh argues that as land in India is an 

Land Ceilin g 

inelastic factor of production, the agrarian structure should 
aim at achieving highest output per acre. Having said this 
he decides to have one general rule. According to hira, 
none should be “allowed to hold an area of land which, under 
its particular technique of farming, is beyond the capacity 
of an average man or Xiforker to manage, and none possesses 
less than an area below which how— so— much labour may be 
applied to it, land will not produce more per acre.” In 
brief, his stand is “upper limit of the farm shall be 
governed by the working capac it y of one o r one unit of 

(3). Only members of the armed forces and physically 
handic.apip ed .to. bo allowed to lease out land. 
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aanpower. and the lower liait by productive capa c ity of one 
u nit of lan d*' (eaphasis added). 

he Empip ical. 

4. For detcrniining the ’ceiling' and ’floor’ of the land 
holdings in India, he has given two statistical tables. First 
table is reproduced from a book by John Lossing Buck entitled 
L and P t ili z ation in China . (Chicago Press) 1937. Ihe 
second tableJ ” Conparative Levels of Agricultural Output and 
Productivity in 1965” is taken from Maddison, A., Economic 

Progress in Japan and B SSR, George Allen and Unwin, London, 

'(' 6 ')'' '' ' '' ' 

1969 . Charan Singh has cone to the conclusion that 

’‘Statistics taken from the two tables” indicate “if the area 
a raan possesses anounts to more than 27.5 acres, land is not 
fully utilized because of lack of sufficient labour and, if it 
aniounts to less than 2.5 acres per worker, labour is not fully 

( 7 ) 

employed because of lack of sufficient land”. 

5. According to Charan Singh a ceiling on present 
possessions of land shotild be imposed at a level not more 


( 4 ) . Charan Singh, ”Uotes on Indian Economy”, pp. 17-18. This 

formulation has serious implications. Gne needs a separate 
discussion on it. However, it may suffice to say that one 
implication of this is that larger farmers should be provided* 
all that they need and smaller ones an area where they can 
have highest productivity of the land. One standard based on 
best manpower use (for the larger ones) and another for the 
poorer ones i.o. land productivity. 

( 5 ) iMd/ p.10 
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than 27.5 acres per adult worker. In India, as per his 
thesis, usually a cultivating family consists of two workers. 
One interpetation of this would bo that, generally speaking, 
if family holding is the basis, land ceiling should be at 

55.0 acres. Ihe * floor' on similar basis would be at 

5 . 0 acres. 

6. How much credence can one place on conclusions 
derived from studies of the U. S. and UK origin, which deal 
with agriculture of China, France, Germany, Italy, Japan, 

U. K. and U. S, A. (with no r ef erence to India at all) is an 
open question. To determine a level for 'ceilings' and 
'floor' one has a large amount of Indian data. Farm 
Flanagement studies of 1954“57 and 1968-70 conducted in 
different parts of the country should be considered directly 

( 9 ) 

relevant and meaningful. 

7. There is abundance of data to show that in India 

as a whole productivity per acre declines as size of culti- 
vation unit increases. Input-output relationships in 
agriculture also establish that the main reason for decline 

(8) An adult worker, includes his wife and minor 
■- children, if any. Ibid , p.19 

( 9 ) ■ There ‘has been a lot of debate on the 'optimum' size 
of land holding in the 'Fifties'. Moreover, scores of 
Indian scholars ha^re attempted to examine relationships 
between size and productivity, emplo-ymeht , agricultural 
capital, and modern ’input s.,,. But the. e ssential point is 
not only an economic, drieV '' to be seen with 
reference to the socio-political conditions prevailing 
in the society. 



^ acre is in the sharper corresponding decline 

of labour input per acre. It is also empirically well 
Gstablished that larger farmers depend on wage labour to a 
considerable extent* the smaller farms exclusively depend on 
family labour. With the givBn rigid character of wage 
structure the bigger farming units tend to keep labour input 
lower since their objective is to get highest net earning and 
not highest per acre, output. It is in this reference that it 
has been shown that if total labour at small farms was to be 
Valued at market wage rates, all the small farms would be seen 
as working on net loss i.e., cost being far in excess of the 
returns-, even though output per acre in smaller holdings was 
higher than in larger unitsi"^^^ It has never been disputed 
that small farms are mpre labour intensive iiian the bigger 
ones; as also, if land productivity is the criterion the land 
should be held in smaller cultivation units, 

lharan Singh' s 

ganClu sions and ^ . 

' their Empirical tharan ^mngh, on the basxs of a table from the All 

India Report on Agricultural Census - 1 971 , concludes that ; 

Tio) Soe: Goyal, S.K,, ” An_ inquiry into Behavor of Output 

■S.a^S-.Q-£„,.£M^-£radJa<lfei,an ” , iMi an. E co nomi c Re v iew Vol. IVy 
/Studies in Ko,!. August 1959. Also see IHDI A/Farm Managem Ant . ( i qq 7) 
Economics of and P.S, Pappu Cei li ngs on Larg e Ho l dings (1971). 

(ll) Gharan Singh wo tOd in all probability accept these ■ 
fo z'mulatio ns but his concept of 'small' would include 
what is taken by others ' a large unit* , 


re-distribution of land co xfLd be undertaken with advantage 
only in Andhra Pradesh, Madhya Pradesh. Maharashtra, Haj asthan, 
E-arnataka, uujarat, Punjab and Haryana. Ihe table reproduced 
from Ag£ic]Jl.tu2;;;^_Ce^^]i_g___j_22J shows Humber and Area of 
Gperational ifoldings 1970-71 (see Table-I), Column 7 shows 
average size of holding in hectares. One does not know how can 
a view be had on the question of desirability or otherwise of 
land re-distribution on the basis of average size of holding 
in .States, 

TAB LE - I 

HUMB ER AMD ARE A OF OPERATIONAL HOLDINGS 1970-71 


State 


Number 
’ 000 ' 


Area 

(OOO ha, ) 


Average 
size of 
holding 
( h^. ) 


Httar Pradesh 
Bihar 

Andhra f’radesh 

Tamil Nadu 
Madhya Pradesh 
Maharashtra 


15,639 

7,577 

5,420 

5,314 

5,299 

4,951 


22.2 

10.7 

7.7 


IS, 15S 
11,480 
13,585 

7,709 

21,194 

21,179 


11.2 
' 7.0 
8,4 


1. 16 
1.52 
2.51 

1.45 

4.00 

4.28 


7. 

West Bengal 

4,2l6 

6.0 

5,062 

• 3.;i ■ ' 

1.20 

8. 

Rajasthan 

3,727 

. 5-.3' ■ 

20,341 

12.5 7 

5.46 

9. 

Karnataka 

4,551 

5.0 

11,368 

7.0 

3.20 

10. 

Orissa 

3,A07 

4.3 

6, 449 


1.89 

11. 

Gujarat 

2,433 

3.4 

10,000 

6.2 

4.11 

12. 

Kerala 

2,305 

; 3. 3> ' 

1,593 

1.0 

0.70 

13. 

Assam 

1,964 

■' 2.8 

2,883 


1.47 

14* 

Punj ab 

1,375 

2.0 

3,974 

■ ‘■"-2^4' 

•■Vu: 2.8:9::: 

15. 

Haryana 

913 

1.3 

3,447 

7(74:;8.:1;:: 

3.78 

16. 

J ammu &■ Kashmir 

979 

1.4 

916 

0.6 

0.94 

17. 

Himachal Pradesh 

609 

0.9 

931 

0.6 

1.53 

18. 

Remaining States 
& tJ. Ts 

814 

1.2 

1,854 


2.28 


;;:;’Ail'j India 

70,493 

100.0 

1 , 62,124 

100.00 

:7::7:;:::2'i::3i:::: 


9 . If the argunont of Gharan Singh was to be extended at ^ 

the national lovel, one ahonld take a position (probably he | 

world) that as per capita inoone in India is the lowest as | 

compared to advanced countries of the world, there was no sc pe ^ 
for re-distribution of incomes and wealth in Indxa. Ihere is, | 
undGubtedly a powerful school of thought holding a view that 
poor countries should not be worried about disparities or m- . 

equalities; what should bo sought, at first, is a rapid increase 
in per capita incomes. .Such arguments are well known. We are | 
also aware of the pl'ea ;■ that' redi stributio n o f incomes and # 

wealth in poor cotintries would only mean distribution of misery 


In the sane vein one can still recall an approach which pleaded 
'let the cake grow'. There has not been any shortage _of 
economists in early 'Fifties arguing for tolerance of 

disparities in' incomes, - as necessary evil, to achieve higher , 

marginal rates of savings for the economy, The basis used by 
Charan Singh to concludo that the scope for re-distribution of 
land was only in 8 states cannot , on any standard, be 
considered logical. . 

E-ytent of 10. The appropriate data to have a discussion on the 


1971. 


question of land re-distribution would be to study the 
pattern of distribution of operational holdings in India. 
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-j-able - II shows the size Distribution of Operational 
Holdings (Hl India). 

TABLE - II 




Shotting Si: 

ze Distribution of 

Gperational Holding 

'S. 




( 1970-71) 




SI. 

i’lO • 

Size Group 

lumbers 

(oOO's) 


Area 

000 'ha. 

% 

1 


2 

3 *" 

ZIZZl 


6 

1 . 

Less 

than 1.0 ha. 

35,682 

50, 6 

14,545 

9.0 

2 , 

1.0 

~ 2.0 ha. 

13,432 

19.n 

19,2gs 

11.9 

3. 

' 2.0 

- 4.0 ha. 

10,681 

15.2 

29,999 

IS. 5 

4. 

4.0 

- IQ.O ha. 

7,932 

11.3. 

48,234 

29.7 

5. 

10.0 

- and abo v e 

2,766 

3.9 

50,064 

30.7 

6 . 

Total 


70,493 

100.0 

1 , 62,124 

100.0 



(source 

lEBlA^ Agricultural Census 

I97ll 



It can been seen that out of the total of 70.49 million 
operational holdings nearly half were of the size of less than 
ono hoctaro. On Gharan Singh' s criterion those should be called 
below the floor level of 2,5 'acres. These holdings, in the 
■£'-&Li£di3=.t w al__C i 3 n.s_ug ... - 1971 . are defined, as. marginal ones. While 
the number of marginal farmers is more than half of the national 
fanning community, thoir share in the cultivated land is 9.0 
percent oiily. On the other hand, the number of holdings in th© 
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size group of 10 hootaroe and above, would fall above tbo 
oharan Singh concept of 1-nd ceilings, is 3.9 poroent of the -* ^ 

total but their share in the national cultivated land Is 30.9 
percent. If one wero to have a broad estimate of the likely g 

surplus land, on Oharan Singh criterion (allowing 10 hectares to 
each of the 2.76 nlllicn large farmers), should be around 2s. 4 ^ 

million hectares. If, however, one takes the ceiling of 20 
hectares the surplus would be 15.23 million hectares (See 
Table-Ill). However, according to Oharan Singh about 8.67 ^ 

million hectares only would have become available in 1970-71. j 

, The essential point is that even to-day there are wide disparities j ?• 
in land holdings. The surplus land, if it were to be distributed 9- 

ari)ongst tho narginal farmers can make a substantial cliange in 

!' 

the lot of -th G . m ar gxnal • 

11. A correct basis, for viewing the problen of land ro- 
jfing^ arm distribution would emerge from a study of the size-wisc 

distribution of operational holdings, for each State separately. 

■i’ablc-IV shows the area under holdings of more than 10 hectares. 

Column 4 shows the percentage area in large farms. It was only , 

J & K, West Bengal and U.P. where the area, under farms of ^ 

ectares , was less than 10.0 percent •, . ^ 

of tho cultivated area of the State. In all other States there 


(ll). Differences in the estimates are due to diff 


ering 


as sumptio ns . 
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TABLE _ III 

Shov/ing Humber and Area of Opor at i pnal H oldings 
Size-wia”Tl 970-71) 


Size-class 

|W umber 

1 Area | 

% 

(f ■ 

(ha. ) 

looo' 

1 000’ ha. 1 

(K -amber) 

(Aj'ea) 

2 





4 

1 i 
1 ! 
1 1 

iA 1 

1 i 

1 ■ - 

f 

r 

f 

i; , 

6 

Below 0.5 

23, 17B 

5 , 446 

32.88 

3.36 : 

0.5 -■ 1.0 

12,504 

9,099 

17,74 

5.61 

1.0 ~ 2.0 

13,432 

19,282 

19.05 

,11.89 ■ 

2.0 - 3.0 

6,722 

16,353 

9.54 

10.09 

3.0 - 4.0 

3,95 9 

13 , 646 

5.62 

8.42 

4.0 - 5.0 

2,6S4 

11,929 

3.81 

7.36 

5.0 ~ 10.0 

5,248 

36,305 

7.44 

22.39 

10.0 - 20.0 

2,135 

28,821 

3.03 

17.59 

20,0 - 30.0 

401 

9,344 

0.57 

5.76 

30.0 - 40.0 

120 

4,178 

0.17 

2.. 58 

40.0 - 50.0 

45 

2,050 

0.06 

1.26 

50.0 - and 

above 65 

5,971 

0.09 

3.68 

Total 

70,493 

162,124 

100.00 

100.00' 


(Compiled froii 

1 Agricultural 

Census 197l) 
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13 


but ion : An 
Ob session 


IS. Inspite of tho large disparities in operational 
holdings Charan Singh argues that; 

*‘ii.nyway, the belief that distribution of surplus 
land available on imposition of ceilings was going 
to solve the problem of Harijans, the landless or 


+. H o ri' o TV ryi in o 1 "P in r» rn o r» a a n “I'.’h i 


-L. .n 


rural society to any appreciable degree, has proved 
a d el us io n . , Hqw e ver low the ceilings that might bo 
fix e d, t h o_ ac reage tha t could be available for 
d istribution, was too li t tle to go around all those 


who may n eed it or even a s ubstantial section of 
*1 ^ 

th on ” . (emphasis added). 


Charan Singh puts his stand more clearly on the question 
of land redistribution x^hen ho states: 

Obse ssi on w ith l and re-distribution which couM at 
best, buy some time, should not, therefore, be 
•allowed tc distra.ct our attention from the real cure 
of the ailment any more. 

India' s ruling party and its policy-makers ■ 
h ad been mesnox'ized by tho noti o n of lan d ceilings 
that the idea of land reform is almost exhausted by 
that one concept. The reason for thoir being in 


( 12 ) 


Cho,ran Singh Supra Note 1, p .26 




love with re-distribution of land is, perhaps not far 
to seek. The slogan cane handy to the ruling party for 
abusing the so-called ‘kulaks* and advertising its 

/ i 3 'll 

concern for the have-nots. ' (enphasis added). 


hpiran Sing h' s 13 . It is obvious, Gharan Singh has no love for opting 
;o^lQ_£aE-5£r:- 

■ istribution: to affect land redistribution. He, however, agrees to land 
re-distribution in areas v^here percentage of agricultural 
labour to ciiltivators is high. It is this adverse ratio 


that he considers responsible for emergence of conmunisn in 


Kerla,'" West Bengal, Andhra Pradesh, Bihar and recently in 

Tacd-l Hadu, In such states, as “a denand was raised by have- 

(l 

nots'* it was “rightly conceded by the political leadership". 



It is not an historical fact that land redistribution was ^ 

conceded after "conHunisn had raised its hands'* in these 


States. The fact is that rc~distribution of land was accepted 


as a najor land refers as a pa.rt of planned socio-economic 
development. It has been all through accepted that the 
principles on which land reforms are based, do not merely 


involve adjustraents between the interests of different sections 
of the population which depend on land, but are a part of a 
v/ider social and econonic outlook which has to be applied in 



(13) Ibid, pp. 26-27 

(14) Ibi^, p. 21 and. Table (page 22 ) showing Percentage 
of Agricultural labour to cultivators. 
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some measure to every part of the economy. The objective 
of land reforms, as visualized during the plans was to 
“assure equality of status and opportunity t® all sections 
of the rural population". 

14. How would the Gharan Singh thesis meet the four aims 
he placed bofore himself for evolving a new agrarian 
structure 3 Hig aims were to ensure maximum production, 
full employment, equitable distribution and strengthening of 
democracy. (See para 2 above). As far the first objective 
of achieving highest productivity per acre, resulting in 
maximum agricultural production,, it is obvious that without 
changing the present pattern of land holdings one cannot 
achieve this aim (unless one can substitute labour by capital 
in a massive manner). larger farms may give higher marketed 
surplus per a,cre and provide more not return to the large 
farmers individually. But this would certainly not result 
in highest per acre prod...ctivity , Thar- could be prosperity 
with the large holders of land but not in the sense of 
eradication of poverty. 

15.. The second objectivo of full employraont is defeated 
the moment one wishes to leave largo holdings un-disturbed , 
The per acre input of labour roquirenonts would bo, lesser 
on two counts. One, rigidities of village wage structure 
would not leave incentive for large farmers to- employ labour 
beyond a point. Two, with, a desire to avoid all possible 
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labour disputes large farcers -,ould opt for nechani.a^^ 
laboiir saving inplecent a. In any case, it appear o 
the Bchece of things proposed by Gharan Singh that more and 
norc capital should bo punpod on the large fares. In brief, 

Gharan Singh would succeed in providing full ecploynent to tnc 
bigger and well-to-do farcers and like to push most of bho 

narginal farnors and landless labourers to the non-agricultural | 

f' 

VS ecto;]:" «;'■■■ . ; 

16 . Tho third aln of reducing inequalities does not got ^ 

any place in Charan Singh's proposed agrarian structure. In | 

fact, ho pleads for oontinuanco of the systen and shed the i 

obsession that Indian planners hare suffered from. Iho fourth i 

ohioctivo of strengthening dcrsocracy is indeed the one in uhich, | 

it appears the achiovenonts would ho in the rovorso direction. }; 

There cannot bo any' democratic functions in rural areas whore , 

a largo section of the population remains without land. 

Where does Gharan Singh alternative lead us to ? 

17 . iSiporioncc of tho last two decodes of Indian agriculture 

shows that during the earlier part of planning, the essential . 

reason for growth in agricultural output was in tho onlargenent - 


of area under cultivation. During the sooond phase increases 
in agricultural output wore essentially obtained by adoption 
of improvod techniques of production, groator inputs In the 
form of irrigation facilities through extension of area under 
canals, sinhing of tube-wells, installing of pumping sots, 
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Use of power, and through greator use of fertilizers and 
pecticide. It is a'^reed that tho scope for extension of 

net area under cultivation is very limited. The answer to 
higher a.griculture production would, in future, be more 
and more rels.ted to the availability of enhanced modern 
agricultural inputs. 

18, The first question needing a discussion is that can 
we take a general stand against heavy industry, the develop- 
ment of which is a pre-r equisito, to enlarged production of 
power, cement and steal that is needed to give substance to 
large and medium irrigation projects, or development of 
fertilizers and chemicals Secondly, one must also question 
if with tho given inequalities in land holding pattern, one 
can achieve a thrust in the ^agricultural programmes that would 
essentially go to uplift the poorest sections to end destitute 
by. ...... 5 as promised in the, Janata Manifesto ? 

19, It has been recently argued tha'c- the Government in 
future would evolve a system. uhat would have a built-in 
bias, in favour of the marginal farmers, in the clatter of 
distribution of non-land inputs. How can this bo achieved, 
is not spelled out. There is a massive amount of empirical 
evidence to suggest that pattern of land structure is the 
crucial element in determintmg the pattern of sharing state 
promoted inputs in agriculture. 

(l5) C.F. Rao, Hanumantha, C.H., 

Distrib ution of Grains in I nd ian Agri culture, (1975), 

p. 4 


20 . 


It is an undisputed fact that there has been a big 
gap between 'profession and practice' in the matter of the 
iiapl omen tat ion of land reforms. Charan Singh brings out 
that/ according to o.fficial figures, as on July 9, 1976, 
nearly 4,397 million acres of land was estimated to be 
surplus; the declared surplus was 2.025 million acres; area 
taken under possession was 1.022 million acres; and area 
claimed to be distributed was 0,694 million acres only. 
Thus, of the estimated surplus only 15.79 percent was ^e- 
facto distributed. To explain this gap, Charan Singh has 
quoted Wolf LadejinSky, It is explained 

"that rich and well-to-do farm groups in India count 
Tery much in the inner consels of the Congress Party 
both in the Centre and the States, especially on 


elect ion day 


though the number of those subject to 


coiling is small, their influence is wide-spread 
through the control of local seats of power' and much 


else 


the so-called 'vote banks’ are still controlled 


by them as illustrated by the fact in the Punjab 
Assembly 45 out of the 64 members are rated as big 
owners, in Haryana the respective numbers are 30 and 52, 
and in Madhya Pradesh 96 out of 220 Congress Legislaturoi 
are reported to have holdings in excess of the declared 


(l6) Ladejinsky as quote'ds iM d . pp. 24-25. 


19 - 


21 , It is true that land reforms have not been implemented 
■ distribution: because of the abr nee of the req isite political will. 
But what should one expect from the Janata Party ? The 
optio ns are ■ 

i) Janata Party declares that 'land re-distrihution' 
policies have been given up and disparities in 
pattern of land holdings would be allowed to 
continue as it believes that re-distribution of 
land is not a practical proposition. The 
obsession of the past would have no hang over. 




ii) The Janata Party recognizes the need for reduction 
of disparities in land holdings and unlike the 
*^ongreGS Party which allowed a wide gap between 
profession and practice, the Party stands for 
de - facto and vigorous implementation of the decision 
to affect land coiling laws. Further, it would 
install adequate machinery to have objective 
assessment, with participation of the local 
population, to achieve a meaningful redistribution 
of land. The Janata Party would give its highest 
priority to plugging loopholes in legislation and 
all such cases whore land ceiling acts have been 
evaded through fraudulent practices, 
re-opened. 


would be 
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RURAL «MPLOYMENT All) POVERTY; FERSPECTIVEIS AND ISSUES 


The purpose of this note is to present alternative 
perspectives in rslation to rural employment policy, and- 
pose broad issues for ciiscu.s3ion« Alternative perspectives 
may broadly be siirriarised as follows; 

Pe rs r e c 1 1 ve I ; - 

The gronth in rural unsniplonrierit and rural poverty 
is due to distorted allocation of investments, wrong choice 
of techniques 5 an inappropriate output mix, and ill- 
conceived fiscal policies. Rural areas and agriculture were 
starved of investments. Capital-intensive techniques in 
the industries generated poor levels of employment. Output ■ ■■ 
raix showed a tilt tovrards products in which labour intensity 
is low. Fiscal policies did not help to correct the dis- 
tortions of poverty thcugli there has been a phenomenal 
increase in the share of public expenditure since 1950s . , p 
¥hat is needed is essentially a bigger allocation of public 
investraents to agriculture, small scale industry and cottage 
industry. This waill help to correct the distortions in 
investments , choice of techniques and output mix. Of coarse 
appropriate demographic policies are p-loaded for. 

Perspective II;- 

The role of new technology in creating a class of 
entrepre-naers within agriculture is recognised. There needs 
to be realistic approach towards land reform. Given the 
need for a floor and limits to radical ceiling, a large 
class of landless are bound to be left without any benefits 
from distribution of lajid. This class is bound to grow 
as enterprising farmers within agriculture and below the 
ceiling limit begin, to s qu.ee -ze out the less enterprising 
and push them into the ranks of landless labour. These 
cannot, be absorbed, in hoixseholu or small industries which 


have very little market power to comipjete with' the well , 

established large industries j and props in the form of ^ 

subsidies to them have rarely worked in the past and are 
not likely to work in the futre. The infra-structure for 
agriculture needs to be developed in the form of better 
drainage and better irrigation and rural areas also need 
social amenities very badly. The vast reservoir of rural 
unemployed could be used to build up these. Agricultural 
development programmes addressed to the target groups 
could help to reduce the pace of proletarianisation. They 
will help to improve the production potential. The condi- 
tion is that the rich must be willing to pay the taxes to 
maintain the employment of the poor. 

Perspective. 

The situation of mass .poverty and mass unemploy- 
ment is traceable to the legacy of unique patterns of 
interaction of colonialism with the traditional socio- 
economic structure. The groups which were low in the 
hierarchy of traditional social structure, the Scheduled 
Castes, service castes and lower groups among the artisan 
castes had only peripheral control over the major means 
of production, little participation in the decision 
making of the village community and had little access 
to education. They, however, were assured of survival 
within the traditional framework. These groups continue 
to be deprived of land, status within the village commu- 
nity and education even three decades after, independence. 

Both demography and economics have resulted in sharper 
class differentiation even among the dominant caste groups. 

The consequence is we have (l)a large class of people who 
have only the labour power to sell, and ,(2)a significant 
proportion of people with a limited land base. Agricultural 
growth in rural areas , except in a few parts of the 
country, results only in a rise in percentage of people 
in trade and services and not in household industry. These 


shifts are not favour .able to the groups who are low in 
the traditional social hieraTchy and who are getting 
ptoletariants^at an increasing pace. Sven the little 
progress of agriculture is unevenly distributed between 
regions I a striking fact of the data is the negative 
rate of growth witnessed in a significant number of 
districts concentrated in areas with a significantly 
larger proportion of Sc,heduled Castes, Scheduled Tribes 
and Backward Classes . Two. parallel features of the 
agrarian scene are simultaneous co-existence of transi- 
tional forms of capitalism in certain regions with semi- 
feudal forms in v/hich forces of production are arrested 
because of various forms of subtle bondage. But in both 
regions the strangle hold of the rich over the masses is 
strengthned by the growing control over economic and 
political institutions which are'' integrated with the 
metropolitan centres. The manipulative powers of the 
rural rich in distorting the- working of the rur§.l insti- 
tutions and subjecting the local beauracracy to their 
control cannot he underrated. The increasing concentration 
of marketed surplus also Is indicative of the growing 
power of this class. Sven in areas in which progress of 
agriculture has generated large surpluses as in the. 
deltas of Andhra, these surpluses have not led tq either 
a much higher degree of intensity of cropping or signi- 
ficant shifts in labour intensive cropping pattern. 

Instead they generated demand for maahinary which could 
discipline _ the labour market, vrhich, otherwise, might 
get out of the control of rich. An increasing direction 
in which the agricultural surpluses of the rich farmers 
! are invested is investment in higher education. Witness 

S the proliferation of affiliated colleges controlled by 

;. the rural rich. The state machinery? its political as 

well as administrative wings, have come increasingly 
I under the strong grip of the rich, public policies like 


« 4 - 2 


5 


land reforai, ^ crash^iaployinont. programiaes . ; fam programes 
oriented to target gron-ps — all net with the sane fate.' 

Success stories are far less than stories of failure. Mean- • 
xfhile the growing exchanges are between the rural rich and 
urban rich and rural resources are suched more and more to ■ 
meet these exchanges while the deEiand for the product of 
a large variety of cons oner goods iridus, tries set up in the 
post-independence period was raini:aal from the bulk of the 
rural poor. Level of investment, allocation of investment, 
choice of techniques, product-nix are no doubt important 
but one could be suggested at the metropolitan centres 5 
but they need to be designed and implemented at local level 
and in millions of villages. 

It is at this level that policies get 

graces fall to ylold the desired results without radx 

changes in the power structure within the rural area . 
problems are serious at all 

creation of productlwe assets, implementing ese 

and mobrnse the resources for them. Capital -coblation 

within agriculture and appropriate technology are impo i ^ 

hut fail to yield results in the absence of desired 

the power structure in favour of tho prospective beneficiaries. ^ 

The mate problem relates to revolutionary changes in the exisoin, 

institutional structure and only within an altered 

knowledge of resouiues and technology could be made to benef 

S'SskeS yy vuti: y 

perspective I: This perspective is quite appealing. After 
all rates ot" growth in agriculture lag far hehind the targets 
except for a few yetes with bumper crops. We imported heavily 
and a significant part of our large buffer stocks is out of 
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our imports. Would it not be then logical to argue that invest- 
ments In agriculture were neglected. But this is an argument of 
post hoc ergo propter hoc . In fact in 19?0s and even in the early 
sixties there were complaints of under utilisation of water, low 
demand for inputs like fertiliser and pesticides. With the 
advent of new technology in selected parts with adequate 
resource endovmients there was a spurt in demand for inputs v/ithin 
agriculture. But in large areas like Kosi project area in Bihar 
where semi-feudal conditions still prevail growth in agriculture 
is inhibited due to institutional factors. In other areas re-, 
source endowments are poor and. adaptation of teclrinology to the 
specific agro-economic situation has been slow. While undoubtei^y 
there is need for stepping up investments that benefit agricul- 
. ture in specific areas like power and minor., irrigation, deli- 
berate neglect of Investments in agriculture as the roo.t cause of 
current plight of the poor is debatable. Even a dispassionate^, .i, 
.scholar of eminence of prof. Dantwala finds no evidence to 
suggest that there was a delibera.te neglect of agriculture in 
public policy. 

Ope should recognise th . serious c^nstr’tints in achieving 
higher rates of growth which should now be based mainly on (a) 
rise in the intensity of cropping* (b) shifts to high yielding 
crops (c) shifts from dry crops to irrigated crops and (d) shifts 
in cropping pattern. Rates of growth of production in agriculture 
of more than 3 per cent are not easy to achieve and were not 
found to. .have been achieved in the past except in limited parts 
with extremely favourable endowments. The growth of cottage 
and small scale industries as a measure of raising the levels 
of employment and income of the poorer sections of the rural 
poor cannot be ensured vathout protection from the onslaughts of 
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the superior raa,rk€t power of the large scale industry. Small 
scale industry has achieved success mainly when it is tied as 
an ancillary to a, large industry. Household industry survived 
when their products are non-competetive with large industries , 
as in the case of those v/hich cater to the demands of the rich,.. 

But others which are engaged in the production of mass consumption 
goods c.an survive only if they are non-competetive with the 
products of large industry. An appropriate technology if and when 
devised may yield fruitfia results. But unitl then they need , , 
protection if they are to grow. Since most of these cater to the 
needs of the'poorer sections of the society, without stepping 
up the-’levels of income of these households' these face market- 
problems. perspective implies an income pllcy of shifting 
income in favour of the poor to generate demand for the 
products as well as a policy of protection from the onslaughts 
of market power of largo industry. Fiscal regulations in terms 
of excise duties and subsidies were not found to be 

effective instruments in the past and it is doubtful if they 
could be in future without further steps towards socialisation 
of large industry in. direct competetion with products of cottage 
and small scale industries. 




perspective II appears to have better logical consistency, it 
visualises family holdings within agriculture. Since a large 
number of rural labour force cannnot be .. accommodated on 
these holdings or in cottage and sraall seal industries which 
cannot be expected to gro\4 at fast rate, rural works programmes 
for the unemployed are recommended as the major means of 
creating the ^ required inf ra.s true ture for agriciUture as well as 
social amenities. The main problem relates to mobilisation 
of resources for providing .adequate employment. An equally 
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vexing problem is one of planning end implementing projects 

which create productive a-vsets as well as social amenities 
for the poorer sections of the society. The implication ^ in re 
lation to the availability of wage goods and of their prices are 
no less important. Crash Programmes of employnEnt have more 
often turned out to bo earthen road works which get^washed 
off a few months after they are constructed. Political 
patronage in selection of proejets has also not been lacking. 

In integrated tribal development programmes addressed to 
target groups qutie a n’ombercfblocks co’uLd' not be taken up 
because the beneficiaries are found to be non-target groups 
as a result of non-implementation of alienation laws in 
tribal areas. Vegetable cultivation on small farms even 
arovmd urban fringes Is not found to be as profitable a ^ 
venture as It ought to be. Many of the vegetable 
in and around the urban fringe of Vijayawada are found to 
small tenants *o pay high rents and exorbitant water oh^gos. 
Growing private appropriation of co«unlty resources li 
oomnunity pastures or tanks, tend to depnve^^^e poo^^ 

even free goods tha.t they could get by utillai k ■ 
even free go; context public authorities 

to supplement wage mooses. In , ^.^scal 

will have to increasingly atone for privo.tc sms. 
instruments have not been found to be effe tlve devices 
raobilisation of resources on the scale that is n^ ® ° 

adequate er^loynent in rural works progr^ 
public distribution system to c ntai P ^ 

th the needed flexibility to suit the requirements of rur 1 
With the ne the vigil ence that needs 

areas is difficult to operate without the vig 

to he exercised by prospective beneficiaries. It is thes 

f- == f „oe-nr.F a large rural works programme 

critical issues f opei«.v..Lnfe a u... & 

■ tbp vvtpI rx^or in a mixed economy with mass 

fnr the beneift ul the 

^ ' th„t ohould make us turn to the third perspective. 

poverty that should maKo -F > 



'-S' 



perspective HI gains ncre relevance in the context of 
the diffionlties in formuLating a policy of an 
and einploynent programmes «ith perspectives I an 
The anti-poverty and employment programirfis w ^ 

nature have to be widely dispersed in thousands of hi 
all over the country with a heavy concentration in a ^ 

identified to he lagging “rites . 

tTjTG and evon known to be achiv^vTing -7 .+.v,n--n 

A time hound programme of elimination of unemployment wi 
the next ten tears calls for a rate of growth of e^loyment 
roughly at rates double the grovrth rate of labour “ 

rural areas considering huge hachlogs of 

employment. These call for additional expenditure wlhtin tnc 
nett five years of the order of a crore 

with a population of roughly 80,000 population. This orde . - 
investment is far higher than what was planned under the so 

called crash employment programmes in the “ 

many cases proved to be mainly earthen road works creating 

no durable assets and is bound to exert an upoward pressure 
on wage goods. Fortunately the huge buffer stocks which are 

•Droving to be -embarassingl-y largo eoi0.d be used^ as^ 
has been suggested in many quarters under a foodgraxn or 

works programme. But there core a large number other food 
articles which are in short supply, pulses, oils etc on 
whose prices,, a public works programme of this o^^er ±s 

to exert -a pressu-e. Foreign exchange re source should 
be of some help in easing this situation. But an effective 
public distribution system should become an integral part of 
an employtaent programme. The organisation of an effective 
public distribution system in the rural areas with all the 
flGXibuilty it calls for to cope up with seasonal venations , 
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in demand has eluded public policy in the past and could 
easily lead to severjO. leakages v-ithout the vigilance 
necessary from ctn organisation of beneficiaries. The acquisi- 
tion of supplies for catering to this public distribution 
system is a complex problem that calls for appropriate 
institutional arrangements. 


The einployirient prograanmes woi0.d £d.so call for a mix of 
projects which improve (a) Social amenities in the rural 
areas, (b) inf ra.s true ture for agriculture, roads, drainage, 
fldod control, field channels and (c) improvement of farm 
assets of the individual small farmer in terms of a well, 
dairy, poultry that wi.ll generate more employment, in so 
far as (c) help to reduce the competition of the small 
farmer with the landless labour for the limited employment 


opportunities available they are helpful. They are -also 
helpful if a larger number of households are enabled to 
produce the requirements of the households and as a conse- 
quence, the burdens on public distribution system are limited 
to a reduced proportion of non-producing and non-cultivating 
households. The experiences of SFD, MFD and ITD agencies 
provide useful guidelines. The land base of these groups; 
is small evep in the deltas and even with shifts to HYVs and 
a higher intensity marginal farmers cannot be lifted ahove 
poverty line without additional incomes from supplementary 
household occupations a,s in dairying. Effective implementa- 
tion of Icind programmes that will en?,ble the village communi- 
ties at least to, acquire Innds adequate for providing a fodder 
base to the small farmers should be fo'und helpful. Consolida- 
tion of holdings is also felt n-ecessary for extension of benefits 


to these groups. 


situs.tion even in 


)ect of 


in which dairy clevGlopmi 




growing scarcities 
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of all types of food articles like milk 5 eggs, and vegetables. 
The -worse victims -of these scarcities are children. The 
nutrition programme's ha.ve also a bearing on . popula.tion control 
programmes, programmes of nutrition in the rural areas will 
have to be integrated a^ith programmes of extension of school 
education. Thus an anti-poverty and employment programme 
needs to be integrated with an effective land reform programme, 
a public distribution programme and a nutrition programme for 
the benefit of the poor. In brief it is a rural resource 
development programme by the poor and increasingly for the 
use of the poor with wide income distribution and resource 
use implications both within the rural and urban sectors. 

Past policies in regulating resource use through systems of 
licensing, credit controls, price controls a.nd fiscal measures 
have failed to yield results. Instead they have , generated 
all-round corruption. 

Egalitarianism within the rural sector alone losses 
the ethical base as long as growing ostentatious consumption 
in the urban sector is permitted and rural levels of living 
cannot be raised as long as resources continued to be sucked 
by islands of affluence within the urban sector. The question 
of rural employment relates to the wider questions relating 
to use of knowledge and resources for the poor. Possibilities 
of ' fine-tuning • given to developed welfare states with' 
islands of . insular poverty are not open to countries with 
mass poverty. Purposive denection of use of resources calls 
for an income policy investment planning and application of 
of knowledge to priority areas of development , Extension of 
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'"'"■I"-' oif!* ' ' 

socia'^ o-wner ship/a wider ':'3.nge of large "^.ndustry is an unpa-lata,- 
ble suggestion for the powerful wihin the country, who are 
only too anxious to seek the alighment of multi -..natonal 
corporations. But v/s owe it to the masses of this 
country to unfold the conflicts between the goals proclaimed 
by the Janata Party/-i?exlj^^ional instr-uments available and ; v 
proposed to b e used. 
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LAl'g) REFORI-IS , II3DUSIRIALISATIOM A?ID- P RI VATE 
EIITERPRISB ; SOM LIHMG3S AW THEIR 
G ATI 016 

The exercise of public intervem ion and planning In 
India seems to indicate that the process of socio-economic 
development has run aground. Many hs^potheses have been 
put forward to explain this phenomenon. One crucial 
factor common to almost all these explanatory models is 
the crucial role of dismal failure of agrarian reforms 
and rural institutional change. While there can hardly 
be two opinions on the role of the failures of lani re- 
distribution programmes in jeopardising the process of 
development, emphasis has generally been placed on various 
politico-administrative measures to complete the accepted 
programmes of land reforms, particularly the ones related 
to the imposition of ceiling oil and redistribution of land. 
The crucial issue turns on what the Appu Committee called 
the ''“political will*’ . Undoubtedly, nothing can be done 
in the absence of a real and effective political will. 
Nonetheless, political will, by itself, cannot go far 
in the absence of adequate and effective mechanism, 
instruments and their mode of implementation for accompli- 
shing the historic, inevitable and long overdue task of 
land reforms , 

True, the economic and political power of the rural 
oligarchy made a thorough implementation of land reforms 
a remote possibility. True, the failure to organise and 




material existence and reproduction. Political mobilisa- 
tion and c onsciousne S3 and increasin.^ difficulty of 
obtaining the minimum of sustenance from this dependence - 
(the eixsting social productiDn relaoj-ons) - weakens the 
stakes of the poor in the continuation of this set of 
relations of dependence . However, the increased profit- 
ability of agriculture follovrng the introduction of the 
green revolution strategy seems to have strengthened the 
will and capacity of the rural oligarchy to sustain the 
relations of dependence. In brief, this dependence of the 
rural poor on the rural rich, with the increased will 
and Capacity of ■ the rural rich to maintain these relations, 
the worsening land man-ratio and absence of opportunities 
to escape the clutches of these inequitous relations make 
for the continuance of an uneasy, unfructifying balance 
in the rural India. This implies continued concentration 
of power in the hands of the rural rich and subsequently 
receding, dampening prospects of a thoroughgoing programme 
of landredistribution. This limits rural markets and 
hampers ‘the growth of industries. This mates for a deepen- 
ing and extending array of concessions, incentives and 
subsidies to the private industrial sector by the govern- 
ment to mate the former expand. This, coupled with the 
power of the rural oligarchy, limits the mobilisation of 
resources by the public authorities - the problem of 


articulate the rural poor also contributed to the same 
end result. But land reforms were needed precisely in 
order to deconcentrate such power, which naturally saw' 
to it that the organised strength of the poor does not count- 
ervail their power through land reforms. These things were 
as clear at the beginning of the day as they are, so to 
say, now at the end of it. Then, what were the other 
objective factors which led to the failure of redistri- 
bution of agricultural land? VJas not the inability to 
deal with these relatively scantily realised factors the 
main force behind the undisturbed and expected exercise 
of the power of land ownership to frustrate attempts at 
landredistribution? 


The power of land ownership increases manyfold owing 
to the utter dependence of the rural poor on the landed 
interests. This depenience is for jobs, for credit, for 
leasing land in, for leasing land out and for all kinds 
of sundry and mundane things which in their total impact 
constitute a total and formidable dependence, a little 
murmur and a little stirring to organise, to assert and 
to contribute to the implenentation of land ceilings and 
land redistribution threatens a rupture of this well- 
entrenched dependence - a dependence which provides the 
rural poor the x^herewithal and conditions for their 


paucity of rupee resources. This makes for a pattern of 
artificially forced pace of uneven, halting industrial 
expansion, which encourages capital intensity, metropolitan 
concentration and increased external dependence. One 
Can go on to inter-relate all the facets of our contempo- 
rary reality to the cul-de-sac engendered by the failure 
to reshape and restructure the rural economy. 



The contention behind this analysis is that since 
the .land reforms are such a crucial link in the chain and 
their failure so basic to the continued dependence of 
the rural poor on the rural rich, both as a cause and an 
effect that unless other methods of breaking or weakening 
the dependence are not successfully adopted, it may not 
be possible to take the crucial step of successful land 
redistribution. More precisely, so long as land remains 
the most easily visible and hence the most coveted source 
of livelihood and wealth, there is likely to persist and 
get intensified a fierce competition to own, operate and/ 
or work on land as one’s situation permits. Given our 
land-man balance and paucity of economic opportunities 
outside agriculture, this struggle for and attachment to 
lard is difficult to be weakened. So long as the impor- 
tance of land remains so high and, in fact, increases, 
the dependency relations of the rural poor are likely to 
persist and make land redistribution programmes a virtual 



non-starter. The rural poor do not have the independence 
necessary for the mobilisation necessary for successful 
land redistribution. 

How to. get over the dilemma? Land reforms require 
the organisation and mobilisation of the rural poor. The 
rural poor can acquire the will and capacity for such 
mobilisation if their day-to-day direct dependence on 
the rural rich is substantially reduced. If too. many 
small and marginal farmers and the dardless did not compete 
for the favours of the rmral rich and were not. dependent 
on them the social, economic and political power of the 
rural rich, will be lowered. But so long as productive 
work opportunities outside agriculture do not grov at a 
sufficiently rapid pace, the dependence of the rural poor 
on the rich landed interests is likely to remain near total. 
Consequently, their mobilisation and capacity to‘ intervene 
for land redistribution will remain muted and ineffective. 

On the other hand, non-agricultural work opportuni- 
ties do not expand sufficiently because increasing con- 
centration of lard, ownership gives rise to a distribution 
of purchasing power unkind to the growth of irdustrial 
employment and output. Attempts to tackle the basic impasse 
through various controls, subsidies, incentives, etc., to 
private industrial enterprise create cesspools of black 



money, corruption and coneentrati on without generating 
either sufficiently high rates of grov/th of employment 
in order to release the basic lever in the rural economy, 
i.e., reduce the dependence of the rural poor on the rural 
rich and thereby create the essential, objective conditions 
for successful land redistribution. 


If the scheme of interconnections visualised above 
is correct, then the inter-locking circle can be broken 
through a subs-tantial and fairly rapid expansion of second 
ary sector, industrial work opportunities for such a 
large number of the rural poor that their dependence on 
the rural rich is ■ substantially weakened. Given our over 
expansion of it, the tartiary sector employment can give 
no or little answer to our problems. This coupled with 
effective steps to prevent the spread of labour-replacing 
machinery by the rural rich can create conditions in which 
a frontal assult on the problem of land redistribution 
in favour of small peasants and the landless can take place 

What are tne conditions needed for such a miraculous 
performance on the front of industrial employment and pro- 
duct! on? 

II 

Placed as we are presently, there does not seem to 
operate the physical constraints like the availability of 



machinery, wage-goods, foreign exchange, skills and , 

technology inhibiting the expansion of industries. Rav;- 
materials, whenever short, can in the present context 
be imported. It is true that perhaps there may not be 
available a ready stock of appropriate technologies, but 
given steady demand, raechanisms seem to exist for a 
fairly Steady paseoof creation of such technologies. 
Despite these favourable factors, the performance of the 
economy on the industrial front, talcing both a short and 
a long view, cannot be considered happy. . Ror example, 
employment in niLning , manufacturing, energy and construe-^ 
tion sectorsAv^s"'''iround 38-50 lakhs in the private and 
13.25 lakhs in the public sector in 1961 rose to ^.OV 
and 33.4-2 lakhs in the private and the piislic sectors 
respectively in 1976. At these rates, one cannot attain 
full employment for a disconcertingly long-period and 
the pressure on land will keep increasing. Given this 
scenario, land redistribution cannot be achieved. 

The corporate sector in India, which dominates thv> 

.... modern, organised sectors of the economy, has not been 
able to grow at a rate and in a manner which can respond 
to -the tasks enjoined, upon our industrial and modern 
sector’s development. Tbday we have about 46,000 
companies with about Hs. 10,000 crores of paid up capital. 
Their total assets’ are of a still higher magnitude. 




In 1966 v/hen total paid up capital of all the companies 
of the order of about Bs, 3 ?000 crores, their total 
assets net of depreciation stood at almost Bs. 12,000 crores 
H/en if a similar ratio has not obtained, on account of 
the growth of other sources of internal, external, govern- 
ment and public financial institutions contributions to the 
corporate resource kitty, the total corporate assets can 
easily be assumed to be at least of the order of Rs. 2^,000 
crores. The corporate sector also includes government 
companies, which though number about 700 , contribute about 
two-thirds of the total paid-up capital of the corporate 
sector. In 1957, non-government companies accounted for 
over 93 per cent of total corporate paid up capital. In 
1976 , their share has declined to about 30 per cent and 





governirent companies share haS' shot up ten times. Of the | 

non-government companies numbering about thousand, there 
is a greaS deal of concentration in the hands of the large | 


industrial houses. The table below gives some estimates 
of. the assets controlled by the tvjenty large industrial 
houses. 

Estimates o f Assets of 20 Large Industrial Houses 

Monopolies ILPIC 

' Inquiry Commission ( 1966-67 
( 1963 - 64 ) Rs .2089 crores 

Deptt'. of O.A* Economic Times 

(1974) ( 1974 - 75 ) 

Rs. 3590*04 crores- Rs. 5111.2 crores 
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ThDagh the assets of the larger Industrial houses 

r r-^cid rate (a four-fold increase, 

aXB growing at a laim/ rapJ-o. xaut; 

since 1963 - 64 ) , the same cannot be said of the rate of 
growth of capital formation,, employment and output in the 
non-government corporate sector. In 1975“/^? total 

project costs connected with capital issues amounted 
to Rs. 357 crores and it cam down to Rs. 65*65 crores in 

1976 * 77 ;- 'corresponiing figures for capital issued to the 
public being Rs. 39*20 crores and Rs. 1:5*63 crores respec- 
tively. That is to say, those who are operating in the 
non-government oorporate sector assets of the. order of 
about Rs. 10,000 crores or so, and have been, according to 
a study by the Tata consultancy done for the EICCI, earn- 
ing a net rate of return of about ,9 to 10 per cent, are 
able to float projects costing Rs. 66 crores to Rs. 16 O 

c'-pres only. , 

A look at the pattern of financing these project 
costs of the order of Rs. 257 crores is also revealing, 
internal resources contributed 6.35 per cent, public issue 
about -Rs. 34.38 per cent and to cap allh subsidy from the 
central government and loans from the public financial 
institutions 54.66 per cent of., the to.t.al project cost. 

It is difficult to judge the employment implications of 
these projects. .However, their capital intensity is 
' apparent from the fact that the lurking capital constituted 
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^ 0 per c e nt o f the p ro^ je c t '""C os t ind ica ti ng t lie sums 

available for wage-p /ments, raw mat ^rial purchase and 
inventories. Plant and machinery and other fixed assets 
accounted for 62«80 per cent ol the costj while land 
ard building took another 10.82 per cent . . 


mother facet of the new companies floated is that 
they tend, to be concentrated in the four industrially 
advanced states with metropolitan cities. : In 1975-76, 
west Bengal, Maharashtra, Tamil Nadu and New Delhi account- 
ed for 6a- 71 per cent of all t-he companies formed and 
the percentage in 197^—75 was 6l.79* 

1 closer look at the industrial pattern of corporate 
investment may also be v/orthwhile. Cheioicals and metels 
attracted the biggest investment, 39.63 per cent in l97b-75 
and b-0.93 per cent in 1975-76. Manufacturing of all types 
accounted for 77.85 per cent in 197^-75 and 73 * 90 per cent 
in 1975-76. Commerce keeps attracting around 11 per cent 
of total investment. Thus, the industrial and manufac- 
turing bias of the investment, with emphasis on chemicals 
and metals, speaks of the maturity of our industrial 
structure .. ■ 



There is nothing surprising about such a pattern of 



corporate investment behaviour. Despite the plethora 
of controls, regulations, .incentives and subsidies, 


corporate investment has been unabl.e to deliver goods both 
quantitativelgT- and r:Ua.:.itar::’ vely= A i-aD’or factor has 
been the demand constraint in th 3 case of goods which 
can give high rates of growth of output and employment,, 
Given rural and industrial conceiitration. it is again the 
demand factors whi.ch have given rise to distortions in ; ; 

industrial location , techm cu.K-s product-mix, etc. The 
relative rates of retvrrn/trade, spocuiatioh, real estate 
dealings, money lending, p reduction of luxury and sem:!- 
luxury goods ani in the -vast black market economy along 
with demand constraints effectively curb the rate of growth 
of private Indus-trial xnvestnent, particularly in mass 
consumption goods based on [.Local resources and technologies 
appropriate to cur re,3.ourca e’.':d....-vren.u. „ The small m.odern 
sector and the trad 1 bio naii artisan sector have hhown fairly 
g-^od results in absol”'te terms; but +'he competition from 
the organisea marge industrLes in the economic field and 
also at bhe pcl.LL.L :.l I-;..'.. '..3.:.... of public policies 

have seriously harcaLcapp.3l then from discharging a real 
life size role. The av.ailablo sbudles about the role of 
foreign private capital, ani amport of technology too show 
similar weaknes-ses and dlstorti.ons . 

Ill 

In contrast to the favourable position regarding 

]oui'Cos for fast industrial 


physical and tee* 
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development to take the excessive pressure of f the land - ^ 

and generate massive employirent, we find that there are ^ M 

some formidable restraining and distorting factors also ?! 

at work, as discussed earlier, lack of adequate demand, ; 

timid, marcantilistic, foreign products and technology- 
aping behaviour of private irdustrial investment, rela- 
tively disadvantaged position of the small and the artisan I 

' ^ ' ' ■ 

sectors , high capital-intensity techniques producing goods f " 

for elite consumption mark our industrial scene. The 
public sector is faced with demand constraints, inadequacy | 

of resources for further expansion and absence of politi- I, 

cal support to advance and diversify. y 


The question then is, how to bring about rapid growth 
of industrial emplosmient using local resources and pro- 
ducing goods of mass consumption. There are formidable 
problems facing the non-government corporate sector and 
the small and artisan sectors. Public sector suffers from 
the lack of rupee resources for investment. Basic to all 
these problems is the endemic fact of industrial and agri- 
cultural concenuration. The concentration causes lack 
of widely diffused purchasing poiArer, discourages the 
grov/th of small industries, limits resources available 
for investment in public sector, creates market pressures 
inimical to high lab our -intensity and by keeping the rate 
of growth of. non-agricultural, irxiustrial employment low, 



~M 3: - 


increases the premium on land ownership. This causes an 
increase in the power of the land owiers of -whom cibout ^ 
per cent control about 30 per cent of total cultivable 
land. It has also been the experience in India that 
various regulatory and promotional policies and measures 
to step up the rate of private industrial investment and 
give it t" a growth and equity promoting character hage 
led to counter productive results exacerbating concen- 
tration and corruption which inevitably get reflected in 
expansion of black market transactions, price rise and 
growth of merchant and rentier capital. 

It follows that in the process of reversing the 
direction of the operation of these intertwined, inter- 
locking factors crucial role belongs to sharp, substan- 
tial and speedy de concent rati on in the field of private 
industry. Even here a major hurdle may be. faced in the 
form of the problem of paucity of resources for the 
payment of compensation if extensive taking-over : of 
monoply-houses dominated industrial enterprises is to be 
attempted. However, the fact that the biUk . of the indus- 
trial assets are financed by loans from public financial 
institution under convertibility clause agreements comes 
as, the saving grace. As the Industrial Licensing Policy 
Inquiry Committee suggested,- an activisation of this 
clause gives the public authorities a tremendous lot of 





power over the economic surpluses generated in some of 
the most profitable irxiustries, where? let it noo be i or- 
gotten, the reported and disclosed profits are only a 
fraction of the real aggregate surplus cornered. Apart 
from the deconcentration effect produced by the use of 
convertibility clause to vest decisive control over indus- 
trial production and surplus disposition, this measure 
can go a long way in creating massive employiment for 
the rural and urban poor. The rate of investment can go 
up by a massive ploughing back of the surpluses of these 
enterprises to which public savings have contrib uted 
substantially and yet it will be, at most, a partial 
take-over. 

HoxTOver, the aims of dec once nt rati on cannot be 
achieved entirely through the use of convertibility 
clause. There is the problem of current and impending 
sickness in industries, particularly in the traditional 
industries.' Enterprises faltering owing to mismanage- 
ment must be taken-over and failing managements penalised. 
However, in industries like cotton textiles, jute, sugar 
etc., where the comparative elasticities of expenditure 
are not particularly high. and in which technological 
change is slow, relative profitability declines reducing 
the pull for investment in modernisation and expansion. 

The fact that these industries are prominent agro-based 



industries, where overall productivity I'd-ll also be 
■/elated to fara pr odi tivity and add iionally have to face 
the problem of protecting the dispersed growers against 
the oligarchy of the industrialists, there is a strong 
Case for take-over of these industries. This will also 
have ■significant deconcentration effect. Foreign capital 
in low technology lines too will have t o be eased out . 

■ IV** COMGLUSIO!^ ' 

These measures involving industrial assets of 
about Rs, 19,000 crores or so, will put into the hands of 
the State a surplus of about Rs. 1000 crores annually, a 
ploughing back of resources of this magnitude as paid- 
up Capital, supplemented by resource contributions from 
public financial institutions , ^^rill amount to a massive 
dose of investment. If such an expansion of public 
sector is directed towards mass consumption goods, based 
on labour-intensive technology and local raw materials 
and their location is dispersed to small towns and rural 
areas, assuming that it takes an investment of about 
Rs, 10,000 for emplo 3 d.ng one person, a direct employment 
contribution of about a million jobs annually can be 
expected. The indirect multiplier effects of industrial 
employment of this order v.;ill also be significant. 

The impetus given to small scale and artisan sector by 
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removing the superior competitive pressure of the larger 
houses will also generate dispersed, employment intensive 
industrial development. In a period of five years, such 
a policy package can bring about a fair strengthening of 
the position of the rural poor vis-a-vis the larger land- 
owners. This will make an effective organisation of the 
rural poor for land redistribution possible. Once- land- 
redistribution starts improving, forces for removing 
major structural hurdles on the development process will 
start operating. The ball must start rolling and indus- 
trial deconcentration holds the tey to the initiation 
of this process, 

-ooOoo- 
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PLMlgHG FOR EMPLOIMBI'IT s SO^E OBSBRVATIO^B 

I 

Several approaches have been experimented in the 
past and are being advocated currently to tackle the 
problem of unemployment. For some time, growth itself was 
treated as an objective separate from the objective ro rais- 
ing production levels . Certain sectors, particularly small 
scale and consumer goods industry were expected to take 
care of the problem of unemployment whereas the large scale 
and heavy industries were emphasised with a view of build- 
ing the necessary condition for modernised, self-reliant 
and rapidly growing economy. Of late, special programmes 
have also been devised, on the periphery of the production 
plans, as short' term expedients to deal v/ith the problem. 

None of these approaches has yielded the desired 
r suits. The back loj; of unemployment has increased from 
year , to year and plan to plan; On the basis of rough 
estimates, the open unemployment is reported to be around 
1^ millionj and if the man-years lost or unutilised due 
to unemployment are also considered, the total unutilised 
human resources in the country \d.ll make a staggering 
figure. The open unemployment itself will constitute 
about 7 per cent of the labour force and adding to it the 
unutilisation of labour due to lack of work for the whole 
year, the utilizable unutilised manpower may take about 


one-fourth of the labour force . It is , therefore, natural 


II 


that a lof of concern has recently been expressed about 
the pattern of development with a view to ensuring employ- 
ment to all those capable of and a-wailable for work. In- 
tensive and extensive discussions were held at the time 
of the preparation of the Fifth Five Year Plan about the 

desirability and feasibility and employment-oriented 

planning. At, the end, however, it was not thought desirable 
to change the model of planning which has been in operation 
for quite some time, but it was considered necessary to 
devise special programme for creating employment. During 
the last few years, however, a consensus seems to be 
emerging among the economists, policy makers and others that 
it is necessary to make employment a central theme in the 
planning process. The search for appropriate methods of 
doing it is continuing and a solution still seems to be 
eluding the policy makers. There have been all kinds of 
suggestions ranging between stepping up the rate of grov/th 
which by itself will take care of the problem, on the one 
hard, and starting the planning exercise with the number 
of Jobs to be created as the central objective, on the 
other. In choosing between alternatives it may be worth- 
while to consider the propositions outlined in the follow- 
ing paragraphs . : 



First, it needs to be emphasised that the tendency 
to portr^ growth and employment as competitive objectives 
should be checked, it is true that even though the Indian 
economy has grown at an average annual rate of over 3 per 
cent during the last 2$ years, the employment growth has 
lagged behind. This is an obvious result of increase in 
productivity, that is production per worker, in all the 
sectors; the increased productivity has maintained a trend 
rate of around 2 per cent per annum and therefore, the 
enployment has grown at a nominal rate of 1 per cent per 
annum. And this meagre rate of employment growth has 
fallen far short of the 2,o per cent annual growth in the 
labour force. An earlier exercise by this author suggested 
that if the rate of growth of national income had been the 
same as targetted in the Five Year Plans, namely, ^ per 
cent per annum, during the period 19^0-51 to 1973-7^ the 
problem of employment would no longer have been i^lth us 
today. Further, a rate of groxirth in output of the order 
of eight per cent per annum, without any major structural 
and technological changes, but with the continued trend 
rate of 2 per cent in productivity increase, all those 
employed in 1974 and the new entrants in the labour force 
during the next 7 year period could have been provided jobs 


On the same assump- 




py the end of the Fifth Five Year Plan, 

tions, the required rate of growth to eliminate uneraployiiaen t. 
by the end of the Sixth Plan would now be around 10 per cent 
per annum. Obviously} the past experience as well as an 
assessiiBnt of the availability of resource with the enonomy 
suggests that such a rate of growth would be unattainable. 

Thus, even though achieving a high rate of growth in 
output is essential, that may by itself not be sufficient for 
solving the problem of unemployment unless it is as high as 
indicated above. At the same time, it cannot be considered 
desirable to revert the planning process into an exercise of f H 
creating jobs without providing for the production of commo- 
dities required for current consumption as well as for 
future production. The solution is then sought in terms of 
changing the investuBnt and production pattern and introduc- 
ing such techniques of production which create larger nunber ■ 

of jobs per unit of capital. Here again, the given structure 
of the economy and the pattern of investment made in the j 

'-'V 

past have to be kept very much in view, as the built-in 
capacity cannot and should not be dismantled nor should it 
be allowed to lie unutilised. It is true that in spite of 
the best intention of the franers of the basic strategy of . 'l 

the Indian Planning and their efforts to create a balanced. ■ . , 

structure of production, the economy has exhibited serious, .. 


imbalances in' its production pattern in the last decade, parti 
cularly in the form of acute shortages of wage goods and 
intermediate products and a high degree of under-utilisation 
of capacity in the heavy industry and also, in the large scale 
consumer goods industries . The reason for this imbalance is 
attributed to the relatively larger investments made in the 
heavy industry sector, . low priority accorded to wage goods 
production and an employment aid income, pattern which created 
excess demand in the low production sectors and lack of 
effective demand in the lines where capacities have been 
built. It may be worthwhile to have a re-look at this strate- 
gy and correctives may be introduced to remove these imba- 
lances. But at the same time the heavy industry sector will h 
have to be continued as an important cl.aimant of investment 
in the long range growth perspective. 

Ill 

It is in this context that the proposal sometimes 
being mooted in some quarters that industrialisation needs 
to be pursued less rapidly during the next decade or so 
seems some what difficult to swallow. Even if the pace of 
investment in the heavy industry sector is slowed down, 
from the view point of production of wage goods and provid- 
ing employment', the consumer goods' industry will have to 
grow rapidly. For, even if agriculture grows at a rate of 3 
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per cent per annum, a rate whicli has been considered essen- 
tial, hut seems a little unrealistic both in view of the 
past trends as v/ell as the limitations on grov/th in agri- 
cultural output , it would not suffice for proviaing inconie 
and employment of the opportunities to large number of 
the rural population. And if the recourse is mainly made to 
the tertiary sector particularly social services for crea- 
tion of additional jobs, the inflationary implications of 
the proposal may be highly uncomfortable. Moreover, the 
programme for employment creation should not be such that 
would cease generating Jobs after a given period, but shoiild 
continue to create employment on a sustained basis. In 
this context, programmes like construction, although very 
important from various other view points, have their own 
limitations as elements in a long term strategy for eraplo^v- 
ment creation. 

The other element in the planning for employment is 
technology which ultimately gets reflected in the capital 
intensity and labour productivity. Theoretically, it is 
conceivable to have the same output produced with different 
combinations of capital and labour. In practice, however, 
there are severe limitations on switching from one technique 
to another, First, in most of the cases, a product has 
a technology identified with it at least for some years. 


That is, coefficients of production- are more or less fixed. 
It is possible to change the, product but it is difficult to 
Vary the combination of inputs to produce the same output. 
This situation has been found to exist in a larger number 
of Indian industries as revealed by several studies under- 
taken on this subject. Secondly, even if technological 
flexibility is possible, the change of plant and equipment 
may not be v/ithin the capacity of the entrepreneur or he 
may not find it profitable to sxriLtch over to the new techno- 
logy. Thirdly, in many cases raising the levels of pro- 
duction and efficiency of all the resources used in pro- 
duction necessitates changing technology more oftto in 
favour of capital than of labour. This is largely true in 
Case of agriculture, small industries and agro-based indus- 
tries. It does not, therefore, seem easy to make any 
substantial impact on the employment front by changing 
techniques of production. It is’, however, true that cer- 
tain activities do have higher employment potential than 
others. A change in the^ pattern of production in favour 
of these activities seems the .only solution, other than 
raising the rate of growth itself, for employment creation. 
In view of the facts that basic 'infrastructure for the 
development of such activities has already been laid down 
in the economy and that the output of these activities is 
by and large needed in the country, en 5 )hasis on these 



activities is certainly warranted,. 
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IgricuLture ceuld be considered as one of these 
activities to the extent it is not only provides livelihood 
to a large number of people but also supports a large 
number of other activities. However, as pointed out earlier, 
the rate of growth of emplo 3 nnent in agriculture may hardly 
match with the rate of grovrth of manpower in the rural 
areas, for the following reasons. First, even assuming a 
constant productivity per man-day, , the agricultural pro- 
duction will have to increase by over ^0 per cent over the 
next ten years with a view to providing full time productive 
employment to the. entire existing labour force in the rural 


areas, as over one-third of the available man-days are 
estimated to be currently unutilised. Secondljr, with the 
necessity to introduce mechanisation and electrification of 
agricultural process, the productivity per man-day is 
bound to increase in agriculture. Thus not only the under- 
employed but even the number of people required on a full 
time basis to support a given level of production might 
decline. Thirdly,, the new entrants in the rural labour 
force will substantially add to the already unemployed. 
Therefore , a shift in the employment pattern reducing pro— 
portion of employment in agriculture seems inevitable. 



ft. 

4 major shift of' this type wouldj hct^ever, irequire 

a fast growth of the manufacturirtg' and services sectors. 
Further, given the fact that the economy may at ^ best grow 
at an annual rate of 5-6 per cent per annum, to provide 
productive employment to the all unemployed by the end of 
the Seventh Plan, the increase in gross domestic product 
during the next 10 years period about 2/3rds will have to be 
contributed by increase of hands and one-third by addi- 
tional employment. It may be a desirable departure from 
the view point of employment creation. The problem is 
whether in the, process of concentrating on the creation of 
jobs proper care could be taken to ensure efficiency. 

If that is not done, productivity may not Increase even to 
the extent it is envisaged to increase, 4nd it may create 
problems for sustaining growth of output as well as employ- 
ment in the long run. 

The two sectors which are supposed to be able to 
bear the main thrust of the progrararae of employment crea- 
tion arej small scale industry and services. vBoth these 
sectors have exhibited problem of Inef fie lacy and slow 
growth in the past, ' It may not be desirable to emphasise 
any Industry for employment creation simply because it 
happens to be operated on the basis of small' units. There 
are "small mits which have the same or even, higher capital 


intensity than the lar^^ scale units. The choices has 
to te %ahe prlmarll^^ so as to ensure both 

the ■ adequate supply; ^of consumer and intermediate goods 
and to generate employment. Studies need he made in depth 
to Identify such lines of activities. 

The services sector generally expands in some pro- 
portion to the strictly productive sectors in the economy. 

A sudden spurt in investment in the services sector, may 
dreate problems of demand and inflation because the invest- 
ment in services takes some time before its contribution 
to the productive activities starts being felt. Here 
again the emphasis needs to be laid on creation of infra- 
structure to support productive activities rather than 
heavily loading the programm.eS uith social services. 

V 


At the end, a. word may be said about the priorities 
in employment creation. Basically, there are three 
types of unemployed in 'the economy. First, a large number 
of' people are under-employed; engaged in some activity 


for only part of the year and making their livelihood, at 
howsoever low level. , Secondly, there are a number of 
people openly unemployed in ttie rural, but more parti- 
cularly In the urban areas. Of, the latter, a large 




segment' con sis ts of; people with education higher than matrl- 
culati'on. -Distinction can be made among these segments of 
unemployed according to the degree of which their unemploy- 
ment, results in' poverty and destitution. For the uneducated 
unemployed, more particularly in the urban areas lack of work 
means: virtually starvation. To a large extent, this is also 
-true of the, rural openly unemployed. So far as the educated 
unemployed is concerned, it may be. noted, that given the highly 
inegalitarian system of education preyailing in the country, 
the educated unemployed do not necessarily come from the. 
.lowest, rung of the economic ladder; education in colleges and 
universities pre-supp.oses one or two earners in the family 
of the student. In these cases the problem is not so much 
economic as social and political. It is. not being suggested 
that the discrimination is made against any segment of popu- 
lation, for . unemployment is certainly .bad for any one, but 
it is worse in such cases where alternative to work is des- 
titution and .starvation. Therefore, in the immediate short 
run programme the' priorities need to be. fi:^ed in favour of 
the unemployed in whose case unemployment is coterminus with 
poverty, ■ 

Let us .now recapitulate- -the major, prop.osltions discussed 
In the above paragraphs. First, the higher rate of growth is 




the surest way of ganerat ing the sustaining the high level 
of employment. . Creation of jobs by. producing a given 
level of output with' the use of larger number of hands and 
thereby reducing productivity may not be a desirable strate- 
gy for employment creation in the long run. Second, while 
growth rate in agriculture needs to be stepped up both for 
providing food supplies as well as the materials and demand 
for non- agricultural products, the major source for employ- 
ment creation will have to be found outside agriculture. 
Therefore, the non- agricultural sectors will have to grow 
fast if the objective of full employment is to be achieved. 
Third, it may not be m very wise policy to go by the assump- 
tion that any activity carried on a small-scale basis has 
necessarily a greater employment potential per unit of 
capital or output than the one carried on a large-scale 
basis. It is desirable to go by products rather than size 
and studies should be undertaken to identify, for different 
areas, such products which have the potential for creating 
greater employment per unit of capital without a signifi- 
cant loss of efficiency. Lastly, while these measures 
would succeed in providing full employment in the long run, 
the strategy for employment in the short-run should pri- 
marily be focussed on such sections of population where 
unemployment is coiierininus with poverty, 

-ooOoo- 
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POLITICS AW EGONQMGS OF FJLL-EMPLOYMBMT 


The election manifesto of Janata party on the eve of 
the March 1977 Lok Sabha elections pledged an ‘*affirmation 
of the right to work and full-employment strategy” . It 
committed itself to a policy for ’’statutory reservation of 
spheres of production for small-scale and cottage industries 
It also promised ’»an end to destitution within ten years'^' . 
Considering the past, these were very revolutionary and 
bold commitments. Even after assuming power, its leadership 
asserted that full-employment will be achieved in this 
country within a period of ten years. 

This really implies a complete change in emphasis with 
regard to our economic policy. It means planning for full- 
employment. Ill thes years we have hardly planned for 
full-employment . We have planned mainly for the so-called 
growth of per capita income. In our planning models the 
objectives of growth pf capital and income figures much 
more prominently than em.pioyment creation which came to be 
looked upon as a by-product ..'of growth of capital. • The 
reasons are not far to seek. 

AS a matter of fact, none of the dominant among the 
ruling classes were interested in full -employment. Planning 
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for fuli-employment would have resulted in a high wage 
economy. It was definitel-y not in the interest of the 
bourgeoisie and the imperialism was positively against it. 
It was, therefore, not surprising that almost all the deve- 
loping nations , implicitly or explicitly, accepted the 
fact that the number of persons remaining unemployed or 
under -errployed would continue to increase for a few decades 
if not more. Low wage and chronic poverty were a boon in 
disguise 'for the elites of the semi-feudal system in rural 
India* But their opposition to a full- employment policy 
was neither very conscious nor in any way articulate. On 
the other hand the Indian industrialists mostly \-;elcomed 
the public sector development of strategic industries which 
were essential for development of other industries in 
private sector but which would not have attracted private 
investment in a situation such as ours. 



Western academic influence had its own part to play in 
::this context.^ 1 ^ a theGretical framework, under certain ^ 
assumptions it was shown that if employ;iient was pushed beyoixl f 
the limit where marginal product of labour equalled wages, ,i 

it will lead to a decline in surplus and hence, in invest- ' 

ment and capital formation and, therefore, growth of income u 
and employment will also be adversely affected in the long. . ; h 

|d|'.:|r;:|y|nlpho|g§pt !iid::| heb|eiic^^^^ 
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imperical support, it came in handy for the ruining classes. 
Planning for full-employment tsas shelved effectively. But 
as we sacrificed employment for growth of income, we did not 
achieve the later. The annua'l average rate of growth of 
per Capita net national ?lncoirie remained less than even one 
half during the last 26 years of our planning . The outcome 
could not have been different. 

But this idid not iib an that the ruling classes did not 
talk about employment. They showed their concern about it. 
Some factions w^ere even critical about the official policy. 
The political debate went on endlessly. There were promises 
and counter-promises obviously in a bid to va.n over the 
petty-bour geoisie , the organised working class and the rural 
and urban poor to their side. These promises sometime took 
shape in the forin of ad-hoc employment schemes like SSRE 
an.. PIREP. The latest is the Bnployme.it Guarantee Scheme 
lauched by the Maharashtra State Government. But since these 
were never meant to make real dent on staggering level of 
unemployment and under-employment, their impact was never 
felt. 

In a situation such as ours, there is no reason why even 
in short-period the objective of full-enroloyment should come 
in conflict v/ith that of growth of capital and income. 

There is no empirical evidence to support the conflict 


hypothesis, on the other hand, the scanty empirical 
evidence that we have, s ovjs that the r .. -^e ol growth 
of income increases >/ith the rate of growtn oi einployraent. . 
Av.. dv:r ifore, in the interest of overall rapid developsBnt 
of the country, there is no alternative but to plan for 
achievement of full-employr/ient within a perioo. of less uiian 
ten years’ time. Even though the dice is slightly loaded 
against such a policy because of a very high backlog of 
unemployment, we have certain advantages also. Me have 
sufficient buffer stock of food-grains, a likeli'hood of a 
good crop this year, an agricultural technology which is 
size-neutral, favtxirable balance of payments position, a 
comfortable foreign excahange reserve and a network of 
developed strategic industries. 

Agriculture alone,- in a situation such as ours, cai 
play a major role in a strategy for ’’full -employment with 
groiv'th”, Indian agriculture can absorb a lot more persons 
in gainful employment than is normally realised. A.U'icul- 
ture in Japan employs six times more mandays per acre than 
that in India and about 9S per cent of holdings in Japan 
are a little less than three acres size. With a rapid rate 
of growth of employment in agriulture in India, we will 
have a rapid rate of surplus generation (a source cf 
rapid investment) and also expansion of domestic demand 



for mass consumption goods for increased utilisation of 
existing industrial capacity and rapid expansion of indus- 
tries, This then v/ill be followed by a host of related 
activities in other sectors of our economy. 

Indian agriculture staffers from Wo major defects. One 
is the wide-spread semi-feudal production Telations •'which 
operates as a drag on intensive utilisation of land and other 
infrastructures meant for agricultural development. The 
other is our failure to solve, our water management problem 
efficiently. Floods and fa.mlnes are as frequent to-day as 
it was a quarter century earlier. To overcome these two 
major defects, we need massive investment in irrigation, 
flood control, afforestation and power generation so that 
we are able to put to use fully and efficiently the exist- 
ing known potential related to ground and surface water 
resources for agricultural purpose and to prevent the erosion 
of land, effective implementation of the e3:i sting land reform 
laws follo'wed by consolidation of holdings and statutory 
reservation of some spheres af activities for such techniques 
and methods w^hich \would provide supplement income to the 
rural poor. 

The massive investment in the aforesaid activities v;ould 
by itself generate a sizeable employment and income for the 
rural poor initially, provided the works are taken up , i. 
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department ally to Dhe complete exclusion of contractors of ^ 

any type (even the labour cont^^ Contractors are 

well known for their sub- standard work, exploitation of ; 

labour (which implies employment mth destitution) and low 
level of employment of technically trained persons. There- 
fore, their exclusion will' bring _ about' significant increase 

■ ' ’ ■ ■ I' ■ 

in the employment of technicians, engineers and other educa- ; 

ted persons. Following the same logic the felling and > 

clearing of forests should also be done depart mentally by | 

the Government. The present method of auctioning the coupe ! 

to the contractors for felling and clearing of forest should I 

be done away with. Instead the logs or sawed timber should j 

be auctioned. This has a treiiBndous -potentiality of genera- j, 

ting high level of enployment and income in tribal belts I 

of India. It has added advantage of aiding the conserva- : 

tion forests by preventing the wanton destruction of forests • 

by the contractors engaged in felling and clearing the \ 

■ ' -I 

forests to-day. Canal digging and desilting operations, ' i 

construction of flood protection embarikments, afforestation | 

(to strengthen the earthen embankment and to check the '■ 

erosion of soil) and felling and clearing of forests ane 

highly labour intensive activities. The increasing level . f 

of enployment and Income will be first step towards weakening 

of the semi-feudal production relations whereever it exists. 

The other step in this context would require mass I, 


organisations of all adults, from the agriculture labour 
house-holds, one in each village. Those should be made 
responsible for; 


(i) enforecement of the law relating to land ceiling 
on holding, 

(il) enforcement of schemes to completely relieve the 
wreaker sections of the population of the burden 
arising out of usury, 

(ill) management of all rural development programmes , 

development of small scale and cottage industries, 
development of fisheries poultry development, 
dairy, bee-keeping among others, 

(iv) village -water supply, minor- irrigation, village 
housing scheme,. land reclamation, soil conserva- 
tion, earthv/orks, cahal digging, construction of 
roads and other public building aforestation and 
tree planting , and 

(v) management of educational institution. 


This will go a long w?-ay towards weakening of the semi- 
feudal production relations. 


A statutory reservation of some sectors of production 
for highly labour intensive technique is also required. 

It should be done in a manner that it does not increase the 
price of vra.ge-goods in the co'untry and, therefore, does not 
adversely affect the poor. The poor will have the option 
to buy from the alternative mix of commodities than those 
reserved for labour intensive technique. The textile 
industry offers a very good example in the Indian context., 
The product of this industry has a widely dispersed 
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market arid lias no close sub possible to ^ 

enforce a I’egulation.iwbepeby the weaving oi some popular 

Variety Of textile is reserved e3J5lusively for the 'process 

of production not using power ' . For example , the ’process 

of production using power ' should be allowed to manufacture 

only monocoloured textiles. Processes such as the printing ^ 

■ ■' ^ I ■ ■ ':>vi 

of textiles and the weaving of multicoloured textiles, would | 

thus be exclusively reserved for the 'household and small | 

■ ' 4 ■ 

producer sector not using power'. This would mean an increase | 

■■■I-, ■ 

in the relative prices of such textiles (in the absence of |; 

a subsidy). Even then, there is likely to be a sufficiently I 

"§ 

high demand for such varieties, because the rich in any case | 

by : V ' " t;' . ■ . 

will buy it. It is even possible to visualise that in the 

initial phase the demand wdll be greater than the productions. 

AS the demand vnll be dispersed all over the country, there 

will be a sufficiently high rate of earning for 'household ■' 

and small producer sector not using power’ resulting in a [ 

'■ ’ ' . ■ ■ ''■li.'.wy: 

big push for the expansion of the sector. 

Suitable policy measures associated with training pro- | 

grammes for weaving and hard. -printing of textiles and market- >:4: : 

ing may result in the quick expansion of this sector all over | # 

the country. One can think of other kinds of such protection. 

In any case, the expansion of 'household and small producer 
sector not using power' will affect somewhat adversely the 
textile mill-sector. The proportion of population employed , ; 


• 9s - 

in the 'process of production using power ' may even decline 
but the proportion employed in textile production as a 
whole ’'d-11 increase very rapidly and the increase in employ- 
ment and earning will be dispersed all over the country. 

The economic gains to the weaker-sections of the populalicn 
will be considerable, is the mill produced monocoloured 
textiles will be available for low wage and low income 
earners, these varieties will constitute the basic good 
part of the wage-good mix. Moreover, since subsidy will 
not be the kingpin of such policy mieaSures, there is little 
possibility of emergence of- 'interm^ediaries ' and 'parasitic 
elements ' which has been the bane of the past quarter century 
of developmental planning. Similarly the production of 
leather-goods may also be reserved for 'process of produc- 
tion not using power'. . ■ 

The combined effect of all these will be one of weaken- 
ing of the semi-feudal production relations alongwith better 
wrater management leading to augumenting of land resources 
and high intensity of cropping pattern in Indian agriculture 
and thus, paving of the way for achieving f-ull-eraplojanent 
and high level of income generation in less than ten years' 
time. It. will also have a secondary impact in generating 
a very sizable employraent of educated and technically 
trained persons . The strategy for "full-emplojrment with 
growth" will require massive public' sector investment in 
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building ■up the infrastructure for agricultural development. 
The sizahle foreign exchange reserve and the existing buffer 
stock of food-grains \^ill make our task quite easy. But 
even then it will imply that public sector investment in 
other than the above mentioned sectors will have to be 
drastically reduced. In some sectors it will have to be 
frozen at the present level, in some it wdll have to be 
reduced and yet in others it will have to be done away with 
completely. Priorities will have to be drawn afresh on the 
lines indicated above. 

However, it is also evident that this or any other 
strategy for full -employment will not be acceptable to 
the dominant among the ruling classes the constituents of 
which continue to remain the same. On the other hard, big 
and radium land-owning classe's opposition to such a policy 
will now be more conscions and organised. There will never 
be bl1|nt or crude pronouncements against any strategy of 
full-employment . Attempts will even be made to pay lip 
service to it. But the debate will be directed not to the 
main issues involved, but to the esoteric issues and an 
attempt will be made to tie them to the question of develop- 
ment in India. This is clearly reflected' in the debates on 
economic policy within the Janata party itself. The issue 
can hardly be raised in an effective manner by the devided 
lef. However, the Janata party v/ill be anxious to redeem 
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its pledge about employment. The easiest way to do it xfill 
be to have some sort of employment guarantee scheme on the 
lines similar to that adopted by the Maharashtra State 
Government. A person in need of employm.ent will be required 
to go and get himself or herself registered to the nearest 
public authority meant for it. If the authority concerned 
is unable to provide himi iv it h a job after 15 days from the 
date of registration, the person will be entitled to an 
unemployment benefit of Rs. i/- per day. Alternately the 
person may be employed by the authority at a subsistence 
wage which will be not more than Rs. 2/- per day. For a 
family of four (with ti^ workers) even the per capital, 
monthly income will be less than Rs. 30/-. Bulk of the rural 
poor will hardly be attracted towards it. The little that 
will come for it, will be euployed on earthworks related 
to the construction of roads, embankments and canal digging 
and land leveling operations etc. in an ad-hoc basis. 

The semi-feudal bondage and the low-wage situation will 
continue to exist. Labour resources >n-ll remain highly 
underutilised. But still in a very narrow technical sense 
of the term, ’’’full-employment” will be claimed to have been 
achieved. The destitution, however, will continue. 

■f f:;; : 3 :r 
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FiSC\L POLICY POi; O: ;?LOYLi’i:f i PkOLlOTiCjN’; 
A .REPORT OX TH'E INDIAN; C-’iSE" 

A. .P. CiilPTA 


The purpose of tlxls paper h to .rev:xw aiuil analyse O'encls .in 

labour intensity in: Iixdia and to cxplo-rc the possible uses of IucslI policy 
m promoting higher icack of in t ic , 

The paper is divided into foav seetions. Seciiou I a/ttcrripts l:o an 
idea of the na^gi't it uae :jf the ouipA^youmj y-i Alcn* s.* d“a Ihccs u-lo .akcf 
a carefiiMook a:c recent -rends in labour intensity in ilu-: couriiry. Sec- 
dons .11 and Hi attempt, ro explore trie role vvliich. fecal poVicy can play 
in promoiing a factor-mix and oatpui-mk la mom corupatibic with 

fiil,.!er ernpIoyBierit in India. The final section draws so.rne conclusions. 


...im.MACXiTUPE or TiFE i£.ui-*iAsn/MECT ... I, '.v ' .. 'e,: :;.: 

. ■A'MD THE nECEHT TRENBSLXN' LABOUiS. mTE.HSrrV^' 

■ v India is plagued by largcs-scak; lUTeinirdYoyrncnu The figures are slag- ' 
gering: according; .'to;, an estimate .riibfcum^d 1 by using the prckhictivityL 
kjpfnouch /:u \ ae V]A luibh t pcr.pie wore uutmployedin the riinJ 
sector .akmefe.; 1971. 'I The.lPj.aKi'i:iag Coinmissicjiu . Goverximexit , of India.. 
:says that oven if the birth rate were to decline along the Unes j>a;:t"iila,t.ed in 
the couniry's Fifth .Five Yoai’ ,Fh,n. (1974-1^79),, the total adcHuon to the 
labour totcc. omtr tlie.:, .period. 1974-1986,, will work out .to. n.early 65'miiliQn 
about three ;ari.d a Jiaif tinies the number ollpeople.cui'rently .engaged 
m the organised' sector 'ouMde,agriciilt'uitL Such 'i,s theinagBitiide, of the. , 
enmloyraent proble:ai India faces. 

vine' reason; for ,tlie;'Stubbom pe.. .stence :of iiBeaipIoymeii... in India' "is / 
■the . contiiiumg,^ decline': ;isi .’the ■ 'la-bour-inteiislty iof the,, .C 0 i.iatry®s ^economy*" ^ 

^ 1‘Msis a revised vTTsao.s>. of the' pap presented 'feyLnie, at; the^.KXXItli.,CongiT.s?i of tke,, 

. Iivccn:ia..i:k)ttal Ix^stitaie of FabliodutiaKce lUud: at the ofKice on, Se|ytem.ber,S“.l.2» 

1973. i have beiiefiile.l t>o:a ck5cox,;*!0!7 vyirh i? iTimbrr of pat Tsci pants a, tbe Congress. 
"'I am parflealirly gratcfsl to Vfoivimcd A. Ralanan Alij .Hugo Oon;:ake Alum 

Foulorsj Herbert Geyes*., .A., ivL Huq., Heins Joinvig^ Olavi Kcskonx-dkl jV/rgf, Macori .5 
and S, G. Madimim for tlv-ir hetofn’I aoxu-ments attd saggest-ons. This pnpr.r dtavn 
.:UipoB a stifdy |>repared .re.cer.Tly by the aiithor mthlu the gaioral ffmxit.wm'k oftke w£P 
..Iiicorne D.i.stributioii (ind Eri'iple.yn.ierit PiograrPifie^ Inter larional lufTOiir Offirej Getjevk. 

' For detail of fnh stuciy, uee Anaiui F- GT;>''fAi fhxd /W.t> (/nwtkm in 

ludhi (New Delhi; Tara McGeaw-Hill Publishing Coxupany 1 iueireci, h)77)* 

L Amanya Siixa Dmvhiskms .;y‘ nnx^dqy^nrf^'t ia Imik, ('.‘oicrxMiarhwx AddrcRi. indiarA 

Statistical yv: 

2. Other re-isons for ihe .stij|:j|xir.u persistta'iCO: of ■Liae.iiip.loynient on a large scale in 
ladsa Inchade: ibe high mtc of pepaution I'Tot.th, 6 } the kw j'uio ofeiS-a.live iavostincnC 
■'and 'UrKiemtiliEatto' :0fwxistingLprod^^ 
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A. QUPTA 


Whatever data are available clearly suggest that growth in empioyrneBt in 
India has lagged far faeJiirid grvwtii in productive capital employed, in 
eX“factory.valiic ofoi,itpuh and in, valiut added by iiiaoulactiire (see l.alole 1). 
\¥hat is even T.’/orse is that in certain parts of the economy (tng. mining, 
wood products) while output and capital employed have gone up. employ'"' 
inetit has actually 

'fhe decline in the rate of growuJi. in employment has been due,_^ at 
least partly, to the iitcreasing capitaldntensiiy of the Indian economy.^ A 
recent study lias found an almost continuous upward trend in the share of 
depreciation in the gross value added in the private corporate sector; llie 
share went up from 9.5 per cent in 1 950- 195 1/1 954-1 955 to 10.3 per cent 
in 1955-1956/1959-1960, 12.5 per cent in 1960-1961 /1964« 1965, 13J per 
ctntlii 1965-1966/1969-1970, and to !S.4per cent in 1970-1971/1972-1973.“ 
This is consistent with the rising trend in depreciation as percentage of gdf 
at factor cost: the percentage rose from 5.23 in 1 £160-1961 to 5.79 in 1963- 
1964, 6.52 in 1967-1968, and to 6.95 in 1972-1973.^ 

Available evidence suggests that- public policy in India hasi played an 
important role in the growth of technologies which favour capital in the 
factor-mix: it has not only tolerated such technologies, but has even delib- 
erately favoured their adoption through various means. Tax policy is a 
case in point. The tax system in India has provided and continues to provide 
a numl>er of incentives to stimulate industrial development in the country.'^ 
The use of taxiuceniives for the purpose of encouraging industrial develop- 
ment rests essentially on the premise that the conferral oi‘ tax benefits will 
induce domestic or foreign industrialists either to imtiatc activities which 
they would not otherwise undertake or to expand their in already- 

existing enterprises. Wliile development of certain industries is a desirable 
objective, what is questionable is the design of the tax incentives used to 
achieve this objective. A careful review of the relevant literature shows 
that these incentives have been designed in such a mani^er that generally 
they not only lack selectivity but the tax benefit associated with tiiem 
varies in proportiori lo the amount of investment in a capital asset. When 
calculating this benefit, no consideration is given to the employnient oppor-* 

h It ha?. be«!*x] ?uggj?:sted that ca-pita^-intosjve industaahs'.adon in itself knot neecjisstniy 
incoimstcni with the objective of cmpioymeiU promotion. It is railier the hniiages m tlic 
form ofprttterns of Hnal demand and tb;.: related choices of te.chnolog^* : -iat hnally deiexTiiinc 
the relaxionslu"j> between indxistrialiKation and cmploynient. For a discuiision alorsg these 
lines, see K.. N. Raj, p&pcr prepared for. the m Committee -for 

Development i*Janiiing,F€bnmy l 1974, mimeographecL 

2. The Econonne Times Research Bureau, *^Struct«ral Pattern of FactomI Pay- 
ments, T’, Scr^r’j^fmu: Times (Nw Delhi), July 14, 1975. 

S. These figures have, been .obtamed' by using the data ini' Oovctiunent of India, 
Ministry of Pianniog, Depanment of Statistics, Central Statishca) Orgmizatlon^ NiUiomi- 
Ammts. (Delhi: Controller, .of Pubiicatioiis, 1975), Tables ,6 

and li. 

4. For a discussion of these incentives, see Indian Investmcn't Centre, Ttvees md Imen- 
tims (Hew Delhi j, 1974). Also see the ar»thor*s Tax Incmiwes in India (Bombay; Vora & Co. 
Pisblishm Private Limited, 1971); Government of Mimstry of Labour and Rehabili- 
tation, Comynittee on Unemployment, Repon of ific Working Group on Firuindai and Fiscal 
Mmsnres (Delhi: Controller of Tuhliaixlom, 2973); and Harish K, SixoHAn, **Taxin.g for 
Development: Incentives Affecting Foreign Investment in India*-', Harvard Intemalionai 
Lem Journal Vol 14, 1973, pp. 51-83. 
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fapcn rnuch skwer than that of pro-! - tetive 'r mit-d ’'F'' 
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oomrdoto :op ) vt-tu- on a 

Or^-.)!ii,'..rton f /laV-i-l i,.e ,> iVoL ■ Si.ttiitiooi 
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confinue to operate, in an crvYv.y.our-t 
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firially hw levels and in i’;.;' '7; I' f at ani- 

factors for treod. i ■ f i«¥iK.-<tUon,s of .sttcn a coiobaiaiion. of nolJrv 

reducing; tlic capital cost ofa oreie'i s-'l or by 

can only be expected to ind Jc di7okiials n-Sn wS‘h 
reducing labour-intensity. This i. precisely .bat 
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than what it wo.ld have fetcited if soid t!uo.,gh co,t.de.abiy lower 



.BLE 2: Tax Incidence and labour intensity 1961-1962 to 1973-1974 (perccotai 
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.. .. ; :, FJESGAI, .FO.i; JGY ; • FOR • EM PLOYMEHT ; 'FROMGTIOI^ : . INBiAK 'OASE .' 

1o illii&tratey ^ laolc 2 [ird't'nt;'! data on tax incickiice vxrid labour- 
mtCBSiiy jepai’a!el/ ibr 4‘ert;\rri ludusMo'-i A?’d for %ii indii'ario^’ roioWntid. ■ 

-• data ate .based ^ on- the Reiserv? ■ , lariir of lBc!ii-i‘ s stiidies, Ci , ■ the finances' 
oi noriArev-F^rrrM m, s'lr ik p blio Ijjiiiied coiopanies*. iMch 

having a pasd-up capital ofRirpees 500,000 and abovc^ aod cover u period 
■■ Widlo iht indiutt^wise duta 

;.pire conf.;aco r.Lov yriv.c hi tax '-.icidivire on ..n rndmity 

■ ■ womeo. oat to at icrija icn perr-no'vjp.poii ti; lovrer ii^xn ih^. average tax mci« 
cieace on all indtjstncs, the data ibr all h^cliislrie.'- re‘f}rc:s.:nr. the average tax ■ 
., maderice and average laboiir-irncnMiv of ad emspe lixs cove.re<i hv these 
stndiespDatabf theye^^ :9ri-i052 m ifau^MfRi ivbat to i;3:\:U-jmzkimrs, 

to im-l^Pi ^ t.SOI i-ompanics, and tk<).e 
jOj ..j i~,S,^-. tsv 19/3-1974 to l,f..‘)U conujanitvi. 'Jju’se compa.nirs iiave 
covered, m lernts^of paid-up c.^nitaL a'i-out 8fi per cent of a;I tin. non- 

, goveinn.ieiit5 ;n.on-iinancial.. 'piilrlic iLhii.iitxi 

■ . , .Fax, lricidei,ic€ nas been, defined as the pcrceii&age 'of tax irrovisiori ■ tO' 
profits before tax- For the year. 19614962 to 19704 97L tlic percentage 
, rentes to ail t'hc compames^ covered .kr the Reserve.Bank ' of India’s :stucl.ies . ' 
rckued to aboved* l>Ut ibr the years 197 i- .197,2 to 1973-1974 the percentage 
.■relate to profit-makinglconipanies only. ' „■; . , ...c, . .' 

. As regards^ i?^bdij.r-int.emity.j tins. ...ht-us" bee,n.;" ddhied, as,' t,Iie' percentage- of' ,. ' 
wage cost to value oi prodnetiorn: 'This 'niay not 'Sound ;.like^ an' ideal .waylof '',■. 
deiiBing lal><>ur-interislty in a coiiHt.ry': 'like' l,iid.ia, in wliich.'thc objecd 
empioynierU: policy is sunply that of .increasing the numbm employed. 

^ Bixt,yirmlations of .data'Uivailabiiity did .no,t permit its. 'to use a more4atis«*' ' 

■ ;.iactory,..definitioii.''.'','; ' 7'', 7'''-,.v'.' 

It may be noted that the Reserve Ba.nk of India dahi on wage cost 
relate Doth to salary earners and v/a.ge eaokers and no 'break-down of the 

yyriilauiC'ro show/ the.. reh-u'ivc:,€hanges' iu' the" shares' feGeiveel,' byyhese' ' ,7 
tw»f> groaps oi uicornc eaiMiers. Iku evRIcixce available from other sources 
suggests .i.'ha t in a , .1 arge mii'ii'bei'' , of cases'.' sa,I ary';,, ca.rnei's liav t 2 'ii't.ipro veci their ■ ; • '■■ 

. . position --rdauve . to wage .earners*;,. This,.', .in,': other, words, m,ea.BS ;that/:'WfageS','' ^ 
'.'.as a '.perc^Etage of :the':total , wages, a:ad..'sal'aries'liavc':t^^ 77 ::„''7'' 

^ A Si.riking feature oi I he tr<,’pals in tax inckh^Bce and labaiir-iriicnsity 
IS that ^whilc the average uibour-intansiry of the private corporaxte sector 
ir India Jias df’-eiiacd, indusUics ritli labour do fensity Ir er than the 
a*-- .rage Ibr all industries hrive erui»yfd rorisidcrably larger relief in tax j ■ 
.rincideiice than industries witn labourbiUeiisity higher than the aratge I 
for all Industries: total reducUon m tax incidence of mdustries with lower- I 
t-han~a*ve! figc labour" in tensity n!nnii’»rjiim, C52meni, unci electricity 1 

generation and. supply) works out to 3*59 tirries^ die .teductson In tax mri- I 

I* M’ea’foremerst ol tax incidence in terws. ol percenUige of ‘ta'is provhion to profile 
l;KilOR! tax oiaii rompanks sufes from, certain limitations* For a dmmikm oftkese limi- 
taiions,* sec the author's "Tatdcn of'Eaxation on Ckrrporatc Scetor'7 Tke fimmeki Bxpms 
: fBom0ay),;Juiy,. 2.i:,,vl9'73.,;:: ''7,,:;., y/;:;.' 

2* For iRtails i if this evidence,, see Anana P- Ut[?fta, “hnlatioru income distribution 
anci mrhBtnai.| relations In lndta’7 hkmaiimai Itikkk^r 1 10, 'Ho. 2, August 1:974, 

3* -IRy-'presefits the ratio oi total tax saving eri|&yed by i'ndustries with lower ifean avci'agc 
lahenjr .iiiiensity to that cryoy<;tl, by mdastries wlsjch .have higher than average labour 
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i dcn..:c -> lo-... ie- v.’tU W Aer-timn-uverap. ^ 

I (e-s- coui Hiinoig, c'^ttoii -s, .-‘.iia -ute 
corporation t..K poiK;y Im operated in Intfa has t.nidcrl toniu^.u di. > . 
favouring ihe employment of .pitaL wuh tne_ lesu. .uat the 
intenritv^of indosiriul output has sudVred a dccinie.; Ihii ^ 

I regarded as consistuit with the objective cl promo. sng cmpioyn.er.v 


I country like Iiuli'.i. 


n* now I'isc.iL po'Jus'' can infi^uence fiTj. i actor 
IN FAVOti'R OF l,.,Arvt:>l''R 

Fiscal posLcv can br </ ri.gu/icar.t hiif' b creaiing condiiions which 
coIncKie iJ much as po>rible tvith tiie iacou rmiu diat a rounh-y is enuoweu 
with. Tn the conte.'Ct ofaccuntry such as India, whim nuticrs irom scatcity o 
capital and where tli-' umnloymrnl prohi.'rilnis ■wsr.rru-d r.ithcr staggejinpy 
large proportions, such c<inditions can be created b'’ tecal measures ^ 
are most’ favoiirablti ior the employn on^ of unskolec;. anu sems-sKiJcc^ 
-workers in large numbTs and wliicu are ivu-meui to the einp.oymeiii <u 

scarce resources like capital, . , u 

Two tneasunr-; which we co’isu'k,'- nece.ssan' lo” achieving this lesult .ire. 
a) mthdrawai oi ail hscul h ctfi'n’r’ irlutei,! vo ihe eniplo; iuenl of c..^pim , 
and b) disallowance of interest as cxptuo..lure ! ■•■T 

measures, bv raising the eficctive price of capital, should txavc the t ime 

of inliue-ncirig die facior-i.uix in favor.t of labour. i o- , 

The above measures should be ctirnbi.v'd witii a d(-hfcerate hscaUdioU 
aimed at reordering investment and production priorities wit.;, .a -vic.-v- ic 
increasing the outpiu <■ mass consumption goods. A policy meassire wbich^ 
deserves consideration here is a substantial reduction m the mcjcenoc ot 
corporation tax on industries producing specified mass consumption gooos. 
If these goods are in adequate supply, prices can be expected to remain 
reasoaabiy s. ble ...nd, as a consequence, beneficial effects may be expected 
not onlv on ein- 'oyncul iiui ^vcii on mcome distribution. ' _ 

An attempt shot.ld also at- ir'ade to f.'.plure the -possibility of reducing 
the mcMcncc of excise .Imie. and other ir.din-ct taxe. mass ct.nsurnptmn 
goods, Wh.atftvcr d'tta ::-e a<eiiiablc sug;p-st that the mcidcnce oi mxalion 
on at least some of these goods ips registered an almost pc--dstent increa.^. 
This has tended to cause upward pressures on the cost of living lor the 
working population, which in turn has exerted a perceptible mfiuence on 
money 'wage levels. T.he net resuit has been a furtiier distortion hetween 

intensity, i a;, saving equ.als the diflercnce bawcea average tiuc uiddcuce on -aii industries 

and that o-fi Sin irid'hsiry. ^ 

L As betwetin cor*; panics in an iridiistry. this nwam ccnsideraniy largaytax beastit 
to tiic companies with 1 A.htxvcly high 'proportion of capital in dieir iactor-ipix. ^ 

2. This 'm comktent with a recxnt Government of Indsa estimate ^ccordmg to whikh 
the share of wfirkciV in the value ari"!ed by manufacture tell Irofu ^8.5 to oi.7 per 

cent .in the decade ^ 

3* For some evidcncr. mi xhe reliviionship l)i:..wxci- avasiabiUty yt seiectui 

^oods Qf mrtSH consumpbon and inequality in Income distru^'^Kuru stx ‘THstributwn ol 
rural incDiTu:*’, awi FmikM VoE X, 38, ikpiemlner 20, Id/S, 

pp, I4934#J5. 
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the rehitive factor prices~a disiortirm which has favoured capital-intensive 

SAlhcr lean ia.A>ur'hitcnh;ivr productica.^ In view of thtne corfeicleralic.iis, 
ar-' I'cauctiGB m the^ iiKiidencc of -^Axation on mass comiimption goods 
-j!, ”1 of kelp in^iiitluencing th .factor-mk .in fivc’^ar oi aboiir. 

%Su,t wc ptocetil iuj liier, iec us aiake ii clear ihit we arc not opposed 
to tiie ifraat oi fiisod inrentives." .All tlia'c wt: arc siin’gesling is that vrheri 
consideruig such mcro.uvec their eniplovrncD^. sirrpiiraiioos should be 
carduny examinecL One w-Tiy to niake suit ifiar a fisail ineenrive has no 
adverse c ieoi on kiqpj 'y.ncm vtimM be lo oui.Hc It upiurul ui;h f tr 

the cmpbynienr. of capdal: ill fur airanpU\ it h conddertd desirable to 
gram a tax to rndiistr) /!, the intended tax IkmcIii can he dchned 

10 tenns ri ti spccilied percentage of Ifs pn.rfits before tax ratiR'r thasi (as is 
the case ixovv’; ui ienns oi a spccitied pe^xentage of Jic capital eniph*yccl 
^ ^fercuae may Ik' ior’mrd^ lo umr tluit rhe iompiv* ) 'wididrawal of all 
nscaiiiPAai lives ndated to die etLployment of capital vvll] almost !>rmg the 
nidusu^ian^xiuon process in lTKi.ia to a stop* IT one- works out the implicaiiom 
an auu we jirc saynig, he Vtamld find ihM while sonic indusir.ies will 
ccrta.rn,ly beneiid a good^number of them may find tl'H;rrrise:!Te.s sumciently 
manced to surps designed to rtdiice the: propenion of capital in their 
factos«m.bi, VVe ao not see any thing wrong v/ilh an outcome sack as this 
in a country like India. 

^ Ht laii also think ot soiire otlier fisxa.l raeasioTs.fof infiiiencing- thc factor- 
.iQiX in iaeom' of i.abatu\ ihese mciude: a) tax .rcHe.f related to the number of 
workers empioyed or tc ilie wages bill, bj tax benefil vary.ing directly with 
the ratio ol wmges to Ysiue oi plant and machinery, atid c) tax rebate 
related to the .'irnoum ol tax payable in resp<xt otincoiiie derived from a 
labom-orieiited industrial •unit^newdy set up after a specified daie*^ The. 
focus of these measures is cm influencing the lac tor-mix in favour of labour 
be reducing the effective cost of wages to a firm. Wc sec a lot of 'merit in 
th€.so measures Inn teel tiiat their implernen rat ion may present certain 
nomuiiscraUve proI>!ems 'which the fax authorities may fad verv clifiirult 
to haudle. 


1X1. HOW .FISCAL PO.Lruy CAN PROMOTE 

A 'MORE LABOT.''RUXTEN*SIVE OUTPUT-MIX. 

i'isvai -mfcisures cau lTs<.^ be cl m promodug higher levels of' employ* 
ineni throug.h ilieir impact on outpuomix* This cari be done by deiibcrately 
directing me cxistmg income disi’ributioii upwards the const imption of 

^ A • It must hv. rfioifti th?it &cal factors ,rq>rc*scnt only one set ni fa,ctot*s which have 
mduced dbtordom between the relative prices of labour and capita.!. .iiictors which 
have, yiduccid .yuch distordons. itidude hibcair markc-t imperfecdons arising from trade 
unioriisatian, rmrUrnuFfy wage and concesnional avdes of interesA.. 

Inaeed, vcc feel that a case ci<His exist for the grant of fiscal jne<*.ritivcs desiiwud to 
encourage the x-^roduction of selected, goods (e.g, fcrtiEst::.fi?). 

3. An incentive aio.ng these lines was recommended by the Direct Ttwtes Enquiry 
popularly kxmm as the Wanciioo CommittetE See OovcmmciU, of India, 
Mmmry of Finance, IHred T^xes Miquiry €mmk$e4—Jhmi repm (Mew Delhi, 1972). 

pp. 121-122. 
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relatively more labour^i^cciHlve produci^^> lih:! also by reducing iiiequaiuy 
in ihe prevailing iaccme clistrllmtion in Mich a^rnanner that: it iikimateA' 
Ihvo'urs the consumption of. 'orc labour-intensive ouf -ut. 

ihscai :T>*.,asiiia'; been taken m India to !.Xiiiii€ncc output*i.mx 

ill "favour : of iafcou,r«mtt.:nfeiye pm: .0.:.,,..: m.clade grants oi pibsiantiai excise 
duly ccHiccssiomj u> products ui’ naall scuir cntcrprii.es anxt mTervation of as 
xnanv as 221 items'* f'>r excUisive purcl-a^ve frooi scale mdu-Vuial imils.'' 
Adequate ‘-^quirod fhr a rueanhigiu ^ tvalunUoa of tha/ rcKasums are 
not availabitu but whatever information is avuih-ible clcAriy indicates thzil 
aoi all the industries benefiting from uiem a;rc iabaummtrn,H-. vc: a :areful 
look at die latest available data on sumiuaty result lor ihe ihci ay seemr 
issued by the Govenimciit of Ind:lah; Central Statistical Clrgafiisiation. sii>JtV& 
that in a aurnber of industries (e.g* manulacture ol daiiy praducis,, lobacco 
BiaiiufactureSy .maTUiiaci.urc oi footwia-iu manufacture of waic.ata and ‘..uov-ks. 
and manufocture. of music/a! instrutnents) whUe the invested^ capital per 
worker in the small sector^ is sigTiificantl y lower than tfuit it) the largtr 
sector/ the investctl capiud per rupee of value added in the former worlp 
out to lie higher than that la the laiten ThivS suggests chat v/hiic there Js 
every need to promote die development oi' village and sniall scale industries 
using labour-in tensive technique of productloHj adequate care must be 
taken to ensure tiiat industries which, suitable for the small scale 
sector do not receive any undue fiscal benefits. At the aarac time, IndustJ'ics 
which do not belong to the small scale sector but which are labour-in tensivc 
shauld be considered for eligibility for appropriate fbcal benefits.^ 

Another way in which fixal p< licy am be used to promote a more 
labouMBtensive output-^^mix wiilfi'a the framework oi a prevailing pattern 
of iBOOme distribution is by using the imtmments of iax.fs and subsidies 
for discouraging oiy in some cases, even penalising the output oi capital - 
intemive goods, and for encouraging the output of labour-intensive goods* 
The central and state govwiments in India have made use oi these instru- 
ments but the results do not appear to have been very encouragirig. A good 
part of the explanation for this lies in a) the difficulties experienced in 
i4entifying the areas suitable for fiscal intervention by these governments 
and h ) the various leakages In the design of appropriate policy measures 
;md In their implementation* 

As regaids |;*romotif)u of a labour-intensive output-mix through 

L As of NovcJuiKfx 28, 1974, 

2. AppHtY to goverrimcJit purcfiMa only. Exarnpi*^'?! of iterm mhmei iV exclusive 

purchas-'^ from sm^ill-scaie irwlusiri^il imits are: aniinjC driv^^n vehicles, bii^ndage cIoUu 
boot poibh, cotton cyck “ym and tub'*s, rUct-io r-.n h^4lr,. hand ttlovcs, glue, 

postal weighting stales, razors, safely matches (except iVr; clcdencc), shoe lam^, raed racks, 
aad desks, wubrellas, and wotden chairs. 

3. Ckmsists of factories having a gross investrnr-Dt in plant and nuirhinay of K.ttpo<j» 
750,000 or less, or entploying U) to 49 workers nitli the aid of power raid 20 u? 39 W’orkers 
without the iiid of power* 

4. Consists of factories having a gro5» !riVf,jstment in plant and inaddncfy of over 
Rupees 750,000 and cniplciyis^g: ft.) 50 or ."note wofkeis with the aid of power ^ or bj ifiO or 
more workers without the uid of powesv, 

5. For a discasfibn of the factors which deserve to k? IfX'iked into when an induslty is so 
considered, sec Alan Fkacobk ar<4 G, K. Ss-caw, Fhmi md, th mphjmeni prt/bim in 
Im 4mhpsi eowsUms (Ikrls, Development Centre of the Os^anization for Economic 
CJoopcration and Devciopraent, 1971); pp. 1O4-I0S. 



reduction in iucorue iuciquaiicie?:,, this is a relatively new idea. A clear 
foniiub*,iion of tile :idea is available .in a 1970 report prepared by an inter- 
n* rionai team of specialises orgA:o.i?‘^*d Ijy the InUrmational J.riboiir Gfficiv 
A .wording to this .report, income dk ..biirion atfents the level i. eni|>loy merit 
iiiairiiy uhcca- .a.k. u. A. vuAi..oi consuiription: as.tlie margmal 

propensip; to fmmnmc wcjrf.- jj iiigher rHxiong the rich than 

amoiur the poor, a reduerfon in inconae ineqimlities releases additio:aal 
foreign exchange ror me goods rnu uvurmcdhite products needed 

to expand erap^ oyincnt; as Foe bau'c dcnicndfrl by the poor arc 

precisely the goods which :ixc (or can bej produced with techr-iquescorMsider- 
ably more laboar-diiiensive thr’o those u.sed in tlie nroducfkm of tlie goods 
demanded by the xich^ a gi.vt*ri amount of incoi.'ric wil! genera te more 
empioyraent when spent in the purchase.: cf wage goods tliaui in th,e acqui- 
sition of cemsumer dur-abics; and since the poorer classes spend a high 
proportion of their income on Ihod^ the bigge.-' rheir sliare of total income 
the greater tlie derna:ud lor agrkrakiiral goods, md the greater the check 
on the pace of urbani'zation- — a check whicii helps the full«eB:iployment 
' srratcgyd 

hvi'ore recently, attempts .(lave been i:aade to develop niodtis for providing 
suitable frarn€Wo.rks for testing the link between equ:ilJty and employment 
eoipiricallyf'’* Results based on application ol* one such model to data 
for the Fliilippines have confinrjed the existence of positive relationship 
between equaiiiy and einployrnent: a drasde shift m the income distri- 

butiem (from a Ginl ratio of about 0.47 to a Gini ratio of abofit 0.25) would 
increase employment by about 10 per cent and gdp by about 7 per cent* 
It would slightly sleteriorate the balance of payments and lower the rate 
of growth oi* einployracnt and cbp by aboxit half a. per cent. All these 
estixriates are roughs but indicate that [reduction of income inequality] 
coulri he sO'’nd ccDnorr.ic measure, even if we do not consider othcr^ 
equality positive, 5?nd political^aspccts [of reduced inequaliiy]*’.® 

■ -As regards Incliaj a stmly by the tvrr':f»t)t antho^^ shows that a 

la.irlv clra^'^I.c aF private eonsiimpcioii expenditures in favour 

of the poorer classes (from a f-m* r.atio of 0 '*^2 M a Gini ratio of about 
0.20 over a period of five would clmigc the output-mix in India 

such that the evei-age annual growth rate of e]m_p.loymeiit w-ould increase 
bv at least 1 5 per coat.'^ In more practical temis^ this r.i!icans that more than 
i additional 2,6 miiikm gamfrJ e' loyinent opportunities t be expected 
to be created due. '..gh ■' * :4'a'A » ..r. * .eqaailri/. Thus, assuraiag lhat an 
average household consists of fi\X‘ membcnL a$ many as 13 million additional 
people can he expected to benefit from reduced inequality. To this should 
be added tin.- gahe. 'icuu-aing hooi. ferhn,.: hi ..mports of goods and 

L Ifitenaitioiial Labour Office., Tmuc.rds full mploymimt. A pmgmmms for CohmMa 
(Geneva, 1970)^ pp, 145 and 147, 

2* See, for €Ka.m,pic, Fclk Fauxert', Jiri and Jef Matok, Medhinbuimn qf 

qf^;ommripiu}n end u me. siudjfor ihe PkiUfpims.f V/orld Employment 

Programme Iies4^arch, lacomr DLtribmiou E.tvqdoyaient r.'‘ograHm:5e Worldrig Paper 
'No. S (Geneva;, International Labour Office), 1974, 

$, IHd., pp, 39-413. 

4, Anand P. Gupta, SMng Indrn^^' enpbjmenl problem: tok of Jismi World 

Employment Programme K.esearc.h, Income .Di5mkxt.kui and Employment Programme 
Working Paper No. 28 (Gene«u .Cniersiatioual Labour 1975^ pp* 18-46. 
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service, de^iandrd by the rich, b) increase in 

in doniesiic coiisuoipiion o', certain p'"ou,tv,.s v.'iiici ^ fr-jM'i'rn pxJhantx' 

-n world market., ' a, nd rj redaction in the vanon. tc'Cign exenangu 

Gur cpiitiou. India has the capacity to realise the potential whk:h 

exists for the «]>ansiou of employmart 

in rnequaiity, but the cKicni to winch it is rca iy ^ 

will dep<‘nd upon the measures whicc the auihonties taKv. to “u-biii , 

the Suri n-quir.-a for rcdislril.Piou through direct taxes, and u, 

effect the iranffer of these rcsoitrccs to tiic poorer sections tv- the population. 

Fiscal policy can be of sifcrhificani help m bole rl ih«e 
India's experience so ihr witii this policy docs not justify much hope. A 
reSi stiMy of the hicider.ce ol' taxes collected by the central government 
shows that 'while the rich pay a considcrabiy higher proportion oi the.,e 
irtSn the poor, the t.ax" system cannot be credited 
decree of effectiveness in reducing inequahly ui the distribalio-i ot an 
rSetSmes in the country.-^ This is due to the failure oi direct tax^ 
to mobilize a growing proportion of the incomes which aavc aotiued u. 

As regards the incidence of public expenditures, the situation k no betien 

accordinl to a recent estimate, the share of poor 
• even one^ixth of the total benefits of expenditures made by the Government 
of India*^’^ What u worse, the fiscal operations of the Govemmen. 
have worked in the direction of making the poor poorer: for every rupee 
which the poor paid as tax in 1973-1974, they received ordy about 80 pane 
' "'ill '' rettirs 

. All this suggests that far-reacMng clianges wffl be required in order to 
realize' the potential which exists for the expansion of employment oppoi- 


1 The success of the equal ily-cmpioy meat strategy in I'ndia vhll also depend or. wls-vt 
the awtbDrilies do to ensure adequate output leiihin tk coualry oi fofidgi'ams atid other items 
5 tSS comumpiion demanded by the i«»p!e. Indeed, ff the output oi foc^gtams 
and other items of esscrtial consumption Ms to keep pace with 
resulting from consumption rcdistribalion to iavour of the poorer s-.xUon. o. 
the ratetof ^owth in employment with redistribution may tum out to be smalle. than th. 

'^‘*2°’A.tend?!*GwTA, Tk rich, Ske , and th taxes they pay in hr 'a; a .vtea> »/ 
geeanrLt taxes and the’ir iatpaei cn mom diMn and 

Employment Programme Research^ Income DistrU^utoit and Employm.tnt Irogmru . 

Working IWpet No. 12 iCo), 19/5, pp, ^ /xt * ’n,rr'«o 

3. inland P. Gwtw, Fiscal Polity for En^luynunt Gemmttmi m Itidta (New Deiui. 

Tata McGraw-Hil! Publishing Company Limite i, 1Q77). Chapter 4. 

4. Although the expeiidiiures of the Govemtnenl of India form a signifit^t propoi tion 
of the total public c*pmdiUir« in India, the rcrtistrinirtioi-ial impact ol 

in a part of the country may be diifttent from the iinpression that om: may g-t from this 
statement. This may be; due to difierences in the iimcliona: conrposmon oi P“W;c ex^n- 
diturcs other than Government of India expenditim.-s, as aiso one to regional difftrcnces 
iii the degree of suctvss or laiSute ia the imptctuentalion oi vbijous expenditure ..chemes. 

5. 106 pais-e roake cine rup«t. , . r 

6. Thiii i'iinire has b«cn urrlved at ot‘ th<t mmnpfAon ikit the incidence ofeor^wapojs 

’ tax is noi shifted, the Pix h bc'fne efitii'cly by the owners k eqnity eapital. ^ 

part of this tax is assumed to be shifted forward in the form of lugher product pnc«, tte 
benefit received by tSie poor for ever/ rupr* paid by ihcia as t£« will work out to be sui. 
smaher. 
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tunities tUrougfi reduction in inequrdity, The iliruNi: cf these cita’uges will 
have to be on K'hifting the incideiice oi" ta:<auoTi In favour of ciirc^;!' taxes^ 
aiui on improviisg the design and imp] exncnta lion of various public expeii-* 
dit- 'c schemes so liiat the poor m benefit iltmi tixese sci' -les on the 
intr-ridcd scale, ■ 


XV. C014CLV'ZIO:< 


The persistent decline in labonr-ialensity h one of ilie inai'ii factors 
responsible for the massive problem of unemploy merd. in India. Avaikiblc 
evidence shows that fiscal policy Ims not only roscrated the adoption of 
teclnioiogles whkli are iruippropriate for iIm? prevailing iaf^our coiidltioxis 
but has even deliberately .favoured tlielr adoption, ilifough various means. 
The resuis has been an appreciable d<xline in trie labour-inicasity of 
output. This means that while measures designed lo a) control population 
growth, i>) increase the rate of eiTeciive investments and c) atchieve fuller 
utili'/aiion of e.K.istmg production capacities^ are essential for soiving .Ii'idiids 
employment problerru a determined effort wui! also be required to reverse 
the pi’oscnt trend of declining laboumintensity. 

Wc believe that a sustamed improveirieBt in Ini;iia\5 ernploymexit 
situation Is 'possible and that fiscal policy can 'play an 'irnportafit role -in 
achieving higher levels of .labour-mteiisity. But in order that fecal policy 
can play its role in axi eifectivc .manner, c.b,anges ixx two broad areas will 
be necessary. 

First, it is lAecessary to evolve a w/hole new a.pproac:h toward the tax ^ 
treatment of capital. The tax system In India has been, and coBtirmes to 
be, biased in favout' of the employment of capilaL This bias,' by cauHitig 
distortions between the relative pric.es of capital and labour, has favouxTd 
a capita^ nucusivc faccor-rnix. In our oplraon a situation of this kind should 
not. be ^'lllo^ved to continue. Policy measxares W'hiclx can be expected to 
change this situation and favour a relatively h:iboir> intensive !a.ctoi>mix 
' iriciude:. aj withdrawal of :.di fiscal incentives related to the employment 
of capital, b) disallowance of interest: a,s expenditure for tax pnrposp, 
e) substantial reduction in the incidence of corporaiion tax on ind'ustries 
p;roducing mass consumption goods, and d) rc'ctuction in the incidence 
of "■ ''Xise duty and other iridireci te ■ ■'*$ on ihesi:-. goodsd 

.second, a delernrmed effort wid a^. a h?ive tn be made to create conditions 
which are more Cavourable for tne consumption of iabour-interisive output 
arid which are iramical to the consumpiton of ctrpi cabin tensive products.. 
Fiscal poliev ca:n be of .slipiificant help in rrentiog these cendiikms by 
clircctiBg the prevailing incerne distributio'ii towards 'the cf:fnsiirn|.>i:ion of 



, !,. Blxaraini^d carefully, it would appc.ir tb.at the ch iliv^c im.tisufts would 

depend 10 a conuiiicriiblc clcgrcc upon the exUa^t to v/bich siicii nicaHurus; are ctuiipIcinwiKxi 
by other policy ardons ol’the devtdopuacut authohlic.'. llib true k:<‘.;iusc thr latter ,pii 
operating the. device;^ iofluenciiig the rci.-uivf. prkc^ o! capiud fuid liibour, fan dctcnni.i»€ 
how muck 'of the potciitial Impmvmicnt m lato'ur .t'm.cniuiy will actually be realized. 
For practical purpoino. it i& mdecd siguiiicuTiT that perveose Ix'havioiu’ of c«.a’tairi Ixy 
Viuiablcs can choke off the y.osiiive effect of fee at>ove mci-iftiires on labour luimshy, lhii.s 
uegatiiig the best of one set of poh»:y intentions. 







I aboil J -mteRsi v e produc h 
that the residting pattc 
coriSurootioTi oi‘ a iriore 


Le ciioinr*ge m ixide est utii. plicviOiTiene a imc ampleur massive, iiii 
utiUsant 1 approelie de la |:)roduciJv'hcj on. pent evahier k 42,4 millions le 
rinmbrr cle c hornet its agricaileurs h*md-^ms tm 197L 

Farnii les lacteurs expllquaiU L; persi dance de ce chojiiage de rnas.$e 
cr« I Tide, on trouvc Ic fort iaux dc croissancc de la population,, le bas 
taux ddnvestissemeiit, ia sous-utilbaiion des capacites de production exis* 
tantes et la reduction de rintensite du travail* Ifauleor soutieiit qiie la 
|>o,litiqtie ibcalc peut jouer un rok important dans la riboliition des pm- 
bkrnes dk'.mpiois qui se po&eni: a sob pays. .11 s^attaclie particuIiteOTent 
a iBonirer cornmerit la politique fecale pent etre adaptcie pour cncourager 
line combiiiaiscm des lacieiirs plus iavorabies au travail ; de mtoc^ il 
moBtre cominexit elk pent pousser k uric production demandant davantage 
de travail en orkiitaiit dcliber^rnent la repartition existarite des revenus 
vers la consorrunation de tel produit exigeant plus de mam-d'oeuvre, aussi 
bien que par la rMuction des inegalit^s economiques dans la inesure ou 
celi«-ci favorise un ehangement des habitudes de consornmatiem, au benefice 
de produits exigeant davaritage de travail 

Lkuteur avarice quatre propositions destinees k encourager une combi- 
naisdn des facteurs plus favorable au travail : 

aj Retrait de toutes les incitaiioms fecalcs favorables a remploi de capital ; 
b) Refus dc comid^rer les depenses dhnter^t ccothtic dqienses deductibles 
pour le cakul du revenu imposable, 

rj RMuction sensible de i^Incidence de Firupdt sur Ie$ socictes en faveur 
des branches industrieHes produisant cies biens d.e consoiimiation de 
masse* 

i) Reduction des droits speciiiques ou indirect^ frappant de tels biens. 

Lkuteur foumit aussi des evaluations empiriques qui montrent qubme 
redistribution drastique des consanunatioas privees on favour des classes 
ies plus pauvres (dkn ratio Gini dc 0^32 4 0/20 en cinq ans't chaiigeralt le 
contenu de la production cn Ib.c..o de tclle mani^re que ac taux aimuel 
nioyexi de croissance de Fenipioi connaitraii une augmentation dku 
moins 15 %. 
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IMPACT, MB PROSPECTS 


Introduction 


on the performance during the past dec ad 


production of foodgrains has barely kept ahead of popiilation 
growth rates. There has been tremendous geographical concen- 
tration of the major increase in agricultural productivity. 
Much of the concentration of very high growth rates in a few 
districts, together with negative rates of groT,*/fch at the other 


extreme,, has been attributed to inf ra-structural and instltu 


S.ection II describes the role that infrastructure and 


institutional f ac tors have, played in the introduction and' 
extension of new technology in agriculture. 

Section III looks at som'^ recent evidence relating to 
the impact of the green revolution oh prospects for further 
agricultural development. 

Section IV presents some sobering findings about the 
impact of the new technology on the diversifaction of the rural 
and urban economy. 

S^ection .V draws the conclusions, and describes the 
nature and magnitude of the challenge posed to Indian economic 
policy, makers .today., ' ^ I.” 



aHlCTTOM I s' PERFORMAl'CE 


well belov 


country have agric-Ciltur.^1 grov/th rates belovj 1 


The precarious balance between aemana ana aapuay uj. 

foodgrains at the all India level is upset not only by wide-' 

yearly fluctuations, but also regionally because of grossly 
unequal rates of growth in agricultural output as between one 
region and another. Over the period 1962-6^ to 1970~73| 212 
Districts shwed positive growth rates of agricultural output, 
while 70 districts showed negative growth rates. 

Table 1: Where Were Growth, Rates High? 

Where Were Growth Rates Low? 


the rate of population growth 


Wheat and Rice Growth Rates 
( Annual Compound Rates ) 


Product! 

vity. 


GS Bhalla & YK llagh 


Growth No. of 
Rate" Districts 


A ma.jor problem- has-been that nearly two thirds ■ of .the area 
under rice has had either a negative rate of growth of output, 
or one below the rate of population growth. In all, 116 rice 
growing districts fell in these two categories. By way of 
contrast, the vast majority of w^heat growing areas enjoyed 
substantial positive rates of grovith, although growth was negatiw 
in 21 Districts of the V/heat Region.- (They are Maharashtra - 13; 


1 2 Rajastban, 11 Punjab, 'b vfestern U .P . , 

5 Harvana, h Karnataka, b Gujarat, 2 J & K, 
'2 Tamil Nadu. 


28 U.P., 24 M.P., 12 West Bengal, ■ 8 Rajastha: 
5 each, Bihar & Gujarat, 4 each, Assam, 
Karnataka, Kerala & Tamil Nadu, 2 each A .P . , 
and Haryana, ^ ^ v ; : 

12 M.P., 11 U.P.-, 5 each-Gujarat, T.N, , 
Karnataka; 4 each - AP & Rajasthan, 3 each;- 
Bihar, Kerala, Maharashtra, Assam, & Orissa; 
1 West Bengal. • 

23 Maharashtra, 11 ip77"^ Orissa, 7 M.P.., 

7 Bihar, 6 Ea,rnataka & Gujarat, 2 Rajasthan, 
1 UP . , 1 W. Bengal . 


M.P.-5; Karnataka 2;- and Rajasthan 1.) Geographically, the 
distrib-ution of the districts showing exceptionally high grovjth 
rates are worth nothing. The 3*96 mn. tonnes increase in rice 
outputs is heavily concentrated -in Seven States. Two of them are 


1. Average annual compound growth rates (average of 1962 to 6^, to 

average of 1970-73) were, f-or foodgrains? 2.74^; for population 


traditionally rice grovrin; 


2 . Source; J .N . Y . - P.C. Project oh Poodgrains . Growth; A District-^ 


directed by G.S:. Bhalla & Y.K. Aiagh. Mimeo 1977 


Karnataka, and Haryana. Similarly, 78 per cent of the total 
increase in wheat was recorded by f our states; UP, Punjab, Haryan 



and. Bihar, Much of this tremendou 


ricultural outp-it 


he other 


the incidence of negativ 


of grwoth in others has b 


attributed to infr 


IIlSTITUTIOH/iL AMD IFfRASTRUCTUR/J, B.fflRIERS TO TE 
IIJTRODUCTION AMD EXTEI^ I0r~0g- fSIS... I'EW . TECMOL O'GI 


Most of the explanation for .the regional concentration of 

grov/th in agricultural production .can be grouped ' under . 3 _headsj 

(1) infrastructure 5 (2) the acerage structure of land holdings, 

1 

and (3) institutional factor s. But since the acreage structure 
phenomenon has been traced- largely to institutional factors, it 
properly belongs with the ''institutional' fact or s'*.,. .and wiia be 
so treated here, 


1 • Infrastructure 


Irrigation, electricity, roads , e xpanded stoage facilities; - 
of these the single most Important prerequisite for the introduction 
of new technology is irrigation. 

The requirement of a co.ntrolled water supply applies both 
to HYV wheat and to HY¥ rice. But in the traditional rice 


grov;ing areas, lack of drainage is as much of a problem as lack 
of irrigation facilities, is .the development of public water 
management projects has never been considered on a par with canal 
Irrigation as an important 'infrastructural f actor , this will be 
considered, where in practice it appe.ars today to be long — under 

’Institu ti 0 nal pr ob le rSs ' 

1. While it is quite trU' 
developed were batter suit-*'' 
of rice ^^rere for the traditional 
doesnot help much. We have 
we have got, and not th 


that the High yielding Varieites of 'Wh 
i to Indian conditions than tte HW se 
rice ‘growing areas, this stateni' 
to plan now in terms of the HYY seed 
ones we should like. 


On the importance -jf extending iirlgation infrastructure, 
it has been said; "if the dry districts of Rajasthan, Gujarat, 
Madhya Pradesh, a.nd Maharashtra could be provided with 

irrigation, there is absolutely no doubt that the green Revolu- 
tion can engulf much of this area which has so far been 
left completely behind in the race," 

Miile the number of electrified villages increased 
fourfold beween 1931 and 1973, still, by the end of 1973-4, 
electricity was available in only one quarter of India's 
villages, Tubew.'-ll irri.gation depends on electricity, and 
tubewells have been a key factor in the adoption of new 
technology in areas like Punj3.b, which by the end of the 
19G0s irriga'bed nearly 70 per cent of its not area, sown, 
as compared to 20 p .;.r cent .ii'cr the counitry as a whole, 

.,stprn\,g;r._,facilitiqps^^ 'nandis' , 

and a network or credit and ext nsion institutions were 
rapidly developed before, and coiicurr; ntly with, the advent 

of the ncvx t. chnology, raost notcab,Ly again, in Punjab, 

Tlifo-sx-} preinq to infrastructural preconditions for the 
instruction of the Green Revolution where it did take olace. 
These rgenialn the infrastructural preconditions for its exten- 
sion to new areas. 


1 ) G. S, Bhalla^ and I„K. A,lagh opuscit 95 


« » i» 


6 



not 


ds for dam buildini 


1 but ion, road construe 


tubewoll p ro ductior 


tion 


reduction in industrial investment. 


2, Institutional 1- ac-bors 


r 3. liTi s i z -.t ^ iXQ Q.U a3- a c c s s to c ro cl i t i ac ll l n s ^ beiiu i r a 

systems, and unrsstricti'd property ri.f^ts in land still stand 
in uay of increasing production and investment in imn roved 


technology 


very where, the adontion of HfY 


Initial3.y 


rtly ext nded to smaller 


xfith the bigger farmers, and 


n revolution areas, average holdin 
•till is, muei^ihlS in the r:.st of 


In tho crime 


rowing areas 


Moreover, even today 1 


co unary 


new teclmology than hav 


Given that (1) the average operational holding is 
tting smaller and smaller in India, and that (2) in the 


las, tyoically farm -size is 
wlij.ch have already adopted 


much less than it is in tli 


the now technology, given tb-isc facts, it is becoming Piore 

Important, not less, to offset the disadvantages that small 
farmers fact. 


7 


What are their problems? 

Typically, small farmers are poor farmers. They lack 
storage capacity andcare commonly under pressure from credi- 
tors* Consequently they often sell ijsimed: lately at low 
prices right after the harvest, to middle men esiio 
grain, get credit for holding it, and sell at a higher price 
later on. As long as this goes on, the small fanner risks . 
making less money from; a bigger harvest, -after spending more 
money on inputs. His problems are often xTOrse in a bumper 
crop -year, when local post-harvest prices generally fall, 

; ■ Because he has less access to credit, -he pays more for 
it, and. for the supply of modem inputs,* He is more subject 
to the risk of being v/iped out by a poor monsoon,, or a too 
generous- one. Because of the lower profitability, per 
household of asall-firm operations, he is much more depen- 
dent on credit and much less able to self-finance' his shoVt 

and Ion-, term investments. 

Most of these problems are in fact, not farm- size 


problems per 


se at all, but rather institutional ;or infra- 


structural problems 


liie 'easier* solutions are well kno-sn; 

(i) expanded public storage facilities, 

(2') direct purchase of crops at support prices, 

(3-) 'elimination of middlemen and speculative hoarding, 
(4) better access to institutional credit, and 
(.5) crop insurance. 


8 . 
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^ may be crucial. They are (l) 

redistribution of land in favour -of small farmers, .and (2) a 
reversal ■ of the downwaM shift of . households in the acreage 
structure, ■ ■ 

The latter can only , be accomplished if a large propor- 
tion of rural people find productive jobs outside agriculture 
altogether. That is, it depends on massive investment in 
Industry, construction, and certain type of services. 

Despite these serious barriers to their adoption of 
the new technology, small farmers manage to get higher yields 
per acre, and, crop more intensively than bigger farmers. This 
makes it even more important to see that small faimiers also 
are enabled to reap the output advantages of a shift to HW 
technology. It appears that they can make better use of it 
than bigger farmers : do, 

This means that the logic of land reforms aimed at 
redistributing land in their favour still stands', on output 
productivity gro'unds. 

Evidence that big farmers use land with less intensity 
than smaller ones has been presented by Banjit Sau in his 
paper "Political Economy of Land Utilization".^ 


1, Paper presented at the Seminar on "Political Seonomy of 
•- Agriculture", Patna, November 1976 (Mimeo), 


Crop Din s latsiisi ty ia India 




Farm Size- U.P,- Puii^ab Orissa Maha- ^.N,- Assam P.a.i as ‘c hah Nob- • 

in ascend- 1966- -1967-8 1967-8 rash- 1968- 1968- AdoptarsCS) Adapt, 

i-'is order^^) 67 . tra • 69 69 " ers, 

1967- ■■ •; 




68 




1. 

140 151 , 

148 

119 

170 

134 

172 

132 

9 

137 143 

133' 

112 

165 

130 

133 

124 

3. 

144 138 

128 

no 

172 

123 

125 

102 

4. 

136 120 

129 ■' 

1C7 

167 

118 



5. 

122 

no 

106 

153 

111 



1) 

Cropping intensity - 

GCA 






IcI" 






2) 

Glas s- intervals us cd 

va-y fr 

om stac> 

to 

' S''ti ♦ ■' 



3) 

Ad o p t e r s , us e BZY s o e d s H o n- 

ao. o p t w i s 

do 

not,-' 




■It is also knoim.'that ip some areas bij farmers do not 

use available,. ix-:igation facilities beyond one season, 

T/iBLE -4? Inter-season use of irr-i.^ati on water, 

si .ze-g roups of Faims i.u the Eosi Canal Area, 
Biha.r, 




Kharif irrigation size groups 
(acres) 


0 

2 

5 

10 

Oys 


2 

5 

10 

20 

20 


Rabi/Kharif Irrigation 
(percent) 


102,43 
66 ,38 
57,11 
54.29: 
36.50 


■Source; 


P.Ii. Pi’asad, ’’Limi-s to Investment piaur.dng" 
in I-Shok MitraCc^d) Econ omi c- T he ory. anA,.: . - 
Plairning, Oxford University Press, 1974. 
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^ The reason, is that the big farmer h?^s a multiplicity 
of channels ?or earning a profit , He allpCctses his time and gf: ; 

effort so as to ms,ximi7.e his profits from a sat of tvro or more 
channels* On this criterion the cultivation of land merits 
attention for only one season. In the other season the concentrates 
his attention on food grains trading, bringing industrial goods from 
twon to village markec, or money leading.. It is the criterion of 
relative profitability which induces him to leave land idle 
during one crop season, 

Ranjit Sau suggests that in areas where this takes place, ? 

legislation could be passed to make it, mandatory for the big 
farmers to lease out their * off-season*' fallow land, to landless ^ 

households, or. to marginal farmers. Credit for inputs wchld have ' j 

to be provided institutionally to these seasonal tenants. 

Another explanation may be that if the addition to 
income of the' second crop is less th.an the cost of the additional 
labour required, the big farmer operating with hired labour may 
not find the second crop profitable, .Smaller farmers using mainly 
family labour do not face this constraint, 

Amit Bhadurl links the relative profitability of 
money lendizig in certain high tenancy areas of West Bengal to • 
the landowners* failure -to invest in the new teciinology. He 

lfTTTheTc^irgf"lndl a “gous^^ Surv ey Volf III indicates that 
bigger farmers derive 'a "substantial , amount of. income from 

ad;p'|:^ahd;:^si^ ; 

(2) AmiG-Bhadurif A Study in Agricultural Backwardness under 
Semi-Fendalism” Economic Journal March 1973, 7ol,83. 






argues that the semi feudal l;-''iidlOiCls who" derives 
income both '^rom leasing out . .lamd to sharecrop- ers a.nd from 
moneylanding , may find his combined income from leasing out and i: 
lending r-educad if ha invests in improved technology. So long as 
his gain in income from increased productivity is less than 
his loss in income from usury- (due to a raduction in the level 
of consijLmption' loans required by the share croppers), he is 
better off not investing, 

Hov/ever the trade off betvreerx investment and . moneylending 
income may favour moneylending in soma^ areas even where owner " ■ 


cultivation is the rule - areas such as Hissa.r in Haryana, which' 
is rightly considered a part of the green Revolution region. There, ■ 
owner cultivators in the 9 to 15 acre range lend out so much money 
that a significant proportion of them earn more from usury 
than from cultivation. As you move south, to d rlsr 'areas, the 
acreage class of the s§t of cultivating money lenders rises, ' As 
you move north, to evon more prosperous areas, money lending by 
bigg'sr farmers is merely a minor sideline, which doss not 
interefere with investment or with multiple cropning, Moreovex'’, within 
the "money lending belt" in Haryana, thG- typical snail farmer crops 
intensively and uses canal irrigation. The really big farmers use 
both Canal andtubewell irrigation. But this middling acreage 


set use canal irrigation for one crop only, and sows a non- 
irrigatod. less remunerative crop for the second season 
of, the crop year. In contrast, in the richer region tp the 
north It is precisely this 9 to 1^ acre set which invents the most 
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per acre 5 and lends out least, : 

It appears that money lending becomes a main Incoma source 
among self cultivators who are big enough to earn a surplus which 
coudl either bs invested or lent out, bu'c too small to find costly 
in^restment in deep tubewells,^^ threshers and the like j, more, 
profitable thazi money lending. 

Finally, it may be noted that before caiial irrigation 
come to this region, it was not the cultiva.ting land owners who 
were the. money lenders, it was the traders. That is, moneylending 
on a large seal® by cultivators is a new phenomenon in Haryana, 
found most in regions characterized by partial penetration oi the 
new technology, and not in regions where ffiDr, crops are generally ; 
grown in both seasons,: Extension of canal irrigai^ion to fr.,ish 
areas is likely to reproduce this phenomenon, especially if 
effective credit faciliti-es do not keep pace with, the . 

■■ p-) 

extension of irrigation, as happened, in. much of Haryana, 

Thus while the institutiona.1 barriers to Investment 
and intensive: cultivation are undoubtedly greater in sharecropping, 
and in non-Green Revolution areas, they not only also exist in the 
parts of Green Revolution areas where the new, technology 
arrived more recently, but money lending as an important 
alternative income source seems to have increased along with the 
;;;lcxtehs|ott’b|- . 1; .■ f .1 ■ b: ; . 

. as much to sink a tubewe'll in this 

relatively low ground water area than it does in the region,, 

,2) Institutional, ^credit reaches a much smaller proportion of .- 
g::ibbi-SB: Mhi i v :"fira^M!^inbHaryanaithah/;ih:;^ 




■h9^. 






However, by far the most important obstacle to the introductior 
o f, .productivity raising technology appears to have been, and still 
is, tenurial systems. A glance at the tables of section I reveals 
that the productivity gains have been greater in the Ryotiwari 
areas, especially P.unjab, Haryana, and Western U.P.- This is now a 
region of peasant proprietors, dominated by middle caste cultivators 
Zamindar type tenure dominated in Bengal, Bihar and Eastern U.P. 
Under it actual cultivators were tenants of non -cultivating land- 
lords, who often lived outside the village and generally belonged to 
upper Castes. The system was characterised by a series of inter- 
mediaries system was officially wiped out, but heavy vestiges of 
semi feudal land relations remain. 

In some areas, including the prosperous regions of Haryana, 
and parts of Tamil Hadu, there are reports of absentee landlordism 
coming back again. Generally also it is found that tenancy 
legislation, aimed at controlling rents, or conferring security 
of tenure has not been effectively implemented. 

Whereever a large part of cultivation was (or is) under- 
taken by tenants who felt insecure, vrho were (or are) unable to 
make use of institutional credit available to owners of land, 
there is little incentive to go in for double cropping, to under- 
take the risks of investment even when money is available, 
or to use modern inputs which raise costs in the face of uncertain 
monsoons^^ It appears that in some rice areas, the continued 


1 ) 


See Page 13., Biplab Dasgupta, Ag rarian ,Qh Mig.,e-and-the 

U.¥. Research Institute for Social Development, Geneva 1976* 
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prevalence of share cropping at high, rents makes the use of 
costly inputs uneconomic to the tenant, even though the present 
output price is quite remunerative to the o wne r operator. 
Except in UP ^ West Bengal, and to some extent in Sajasthan, 
one reaction to tenancy laws was resumption of land which 
deprived tenants of land altogether, Further, the laws 
encouraged resort to non—registered, oral tenancy agreements, 
XN/hose existence could be denied by landowners. Ihe resuilt, in 
terms of reported pure tenancy in India is given below. We 
have recent evidence that the impact of the new technology was 
to worsen this situation in many regions.'' 

Table 5: Changes in Pure Tenancy and ’’Entirely Ovm ed” 
holdings in India. "" 


. 5 ^ 






1953-54 

1960-61 

''7:111 

Per cent of Pure Tenants 

17 % 

4 « B % 

■r 'A 

Per cent of "Entirely Owned" 




Holdings . 

60 % 

71.6 $ 




(Source; Biplay Das Cupta, opus cit , page 27 , 


l) 

oee for example; Sheila Bhalla, Changes in Acreage and 
Tenure Structure of Land Holdings in Haryana, 1962 - 72 *'. 
Economic & Political Weekly, Vol.XlI, No. 13, Review of 
iigriculture, 26 March, 1977 ; and Kathleen Gough, "The 
Green Revolution in South India & North Vietnam", 
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The traditional rice growing areas seem to face very 
special institutional problems, given three characteristics of 
the existing High Yielding rice varieties. These varieties 
are too short stemmed to stand heavy flood conditions 5 they 
often mature so early that harvesting is. done uhile it is still 
raining; and they are susceptible to attacks by insects and 
diseases which thrive in wet conditions. In some areas, 
such as fladhya Pradesh, rice fields are submerged at the 
start of the season, but may suffer water scarcity in the 
period of flowering and grain formation. 

The major probl em ■ whic h emerges is water managemenb . 

This means both irrigation and drainage. G, Patnaik and R. 
Seetharaman have described the sequence of difficulties 
typical of the low-growth parts of the traditional rice growing 
areas. 

During the Khari f season, the dominant water management 

problem in traditional rice growing areas is drainage of 

flooded fields. If the farmer drains his field properly, he 

is not sure of getting a fresh supply of water later on in 

the season. There are no local storage tanks. Moreover it 

may be impossible for him to drain his own fields. If his 

neighbours' fields are also flooded, where is he to drain 

his surplus water to? ■ ' 

1 ) G Patnaik and R. 'Seetharaman "Techn-ological Aspects of 
Increasing Rice Production in India"^ICSSR Workshop on 
Paddy, mimeo 1977, 
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In Rabi, where uater is auailable, a common practice is 
to let water flow ;frorn field to field. This has several 
consequencesS (l) Jater is wasted; (2) ’tail end’ fields get 
inadequate watery or g et it too ■ late; (3 ) if fertiliser has 
been used, there is a loss of. nutrients from one field to 
another, jeopardising the interests of individual farmers; 
and finally (4) over irrigation of some fields. 

They say; "It is therefore essential to develop an 
efficient field distribution of irrigation water through field 
'channels laid , out on the basis of contour survey of the command 
area of a given distributory ..." "cheap and efficient water 
distribution devices like spillways, diversion boxes, check- 
gates ... could be installed." "The field channels could be 
lined.,,.,". "These simple structures could be prepared^ in 
the village itself", " This however, needs community endeavour 

'i : ’ 

in the entire command area . " 

Irrigation and drainage works of this kind would seem 
to fulfill all the criteria for permanently productivity 
raising, labour intensive, employment creating, public works 
programmes. The reason it has not been done' is, in two words, 
"property rights". This is the nub of a real institutional 
barrier faced in many traditional rice growing areas (and 
:el;:seuha:re )v;-:TT-^ T' ■ Vi f 1-:: 

1. Page 14, _ G.Patnaik and R, Seet'haraman, opus cit 'f 


-yvv Refusal to participate in a drainage scheme, by even a 

small subset of those owning land in t ha area to be covered, renders 

the entire project useless or impossible. If the obstructions 

created by unrestricted rights of ' private ovmerdiips are to be 

removed \^/i thin the framework of contrinued private land onwerdaip, 

; then legislation has to be introduced to make it as imposstole 

; to prevent the construction of drainage v;orks , as it is impossble 

to prevent the. construction of roads today. 

It is not only potential drainage schemes which have been 

nullified in t'nis way. The case of lift irrigation scheme, is 
flnl'- .. '1 ■ - dv:-:: dv:, 

reported from Kerala, where landowners who had pumpsets with 

surplus Capacity, sold pumpset water to small farmers with 

1 . adjacent plots. In one such project such landowners actively 

:/^i:d'"f. d:-'d,. . d ■ ■ ' ■ , ' " . ’ ,1 ■■ d^ dll' dl ;':'.,'l' 

1 obstructed coistrucion work in progress, causing it to be abandoned, 

despite its* government backing. Tha works in this scheme which 
were completed, created permanent additional employment and income 
e via double or tiple cropping in places where only single or double 

cropping was practiced previously. Similar incidents involving 
obstruction by landowners adjacent to canals, where irrigation 
|l channels must cross their fields, ere repotted by small farmers 

even in Haryana. 


i. See Poverty. Unemployment and Development Policy , Vol. I Report, 
Centre for Development Studies, Trivandrum , March 1975 * 
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It is high time that public policy should treat ^ 

■■ ■ 1:1 

drainage and similar projects as an essential party of 
agricultural infrastructure, on a par with major irrigation 
projects and highway construction in t he eyes of laws relating 
to the amendment of property rights in the public interest. 

In short, the major institutional problems of land 
distribution, tenancy, unrestricted property rights in land, 
are still "very much with us, and still stand in the way of 
increasing, agricultural production, rural employment, and a 
minimxim subsistence for the small farmer. . ,v 
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SECTIOl'I III:- IMPACT OF THE GREEN REVOLUTION ON PROSPECTS 
F 0R'~FU RTHER AGRICULI URAL GROWTH ' 

The green revolution :iiay have influenced the 
prospects for futiire agriciiLtural growth through at least 
three of its reported consequences, 

Eirst, the distribution of operated land has shif-ted 
in favour of big farmers in both HXV wheat areas and in 
HIV rice areas. Secondly, asset distribution has moved 
obviously in favour of big farmers, and big farmers are 
investing a higher propor'*^ion of their surplus in farm 
business assets than are smaller ones. Finally, in the 
very high productivity districts of Funjab and Haryana, 
the green revolution has greatly accelerated the subdivision 
of family farms. There, this is the dominant cause of 
the dramatic downward shift in the acreage structure of 
operated .holdings during the decade. 

The consequences of these changeo are future 
agricultural development may be far - reaching. Let us 
look at some evidence related to the second point first. 

Not only do big farmers invest much more in 
total, but a much higher proportion of their investment 
is in farm business assets. 
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TABLE 


Mean value per Household of Annual 
Investment by Haryana cultivators- 1969-70. 


Description 

■. .... 

Operated acreage class 


. " •? ", 

■ ■ ' . ■ ! u, , 

1 -1 ■ i 

5 or less 

5-10 

10-20 

20-30 

Above 30 



■ . *„ 




1 , Farm I 

fo 

303 

(52)- 

760 

( 55 ) 

*91 8 

(51) 

1579 

(61) 

3150 

( 67 ) 

2, Hon-Farm I Rs. 

% 

286 

( 48 ) 

617 

( 45 ) 

887 

( 49 ) 

994 

( 39 ) 

1^56 

( 33 ) 

3. Total I Rs. 

% 

589 

( 100 ) 

1337 

( 100 ) 

1805 

( 100 ) 

2573 

( 100 ) 

4706 

( 100 ) 

Source : 

G.S. Bhalla, Changing 
in Haryana, 1969-70, 
Haryana, 1972. 

Structure of Agriculture 
issued by HESO, Govt, of 

Ko te 5 

Figures in 

brackets are percent 

0 f to tal 

investment - 


This means that, in time, there are bound to be greater 
potential gains in productivity on bigger farms. It 
conld reverse the present pattern of maximum output per 
acre on smaller farms which dwindles to lower productivity 
as acreage operated rises. But if despite the enhanced 
earning capacity generated by their ownership oi the 
largest share of productive assets, big farmers continue to 
farm less intensively than small ones, the end result may 
be simply a mal-distribution of both land and farm assets, 
from the stand point of output m.aximization, and not 
a reversal of the inverse relation between farm size and 
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■ per acre output. 

r The third point, the rapid subdivision of operational 

i holdings, suggests a different, and I think, more probable 

-'U' outcome, given the .acreage gL ass pattern of investment . 

:1| • ■ • It appears that the green revolution has greatly 

- reduced the number of bigger farmers, and almost quadrupled 

i') ' , ■ 

i the number below five acres 
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Given the absolute reduction in the numbers above 
10 acres, and the dramatic increase in the numbers below 
5 acres, the investment problem for the future lies not in 
the big farmers* propensity to invest more, but in the 
small farmers' incapacity to invest much. In general, a 
growing population dependent on a fixed land area, plus the 
pre-eminence of the farm household decision in the 
disposition of the economic surplus, if any, leads to very 
pessimistic conclusions. Haryana's, experience da ow s that 
there is- no guarantee that a green revolution will generate 
internal forces sufficient to sustain even an enhanced 
rate of econo.mic growth via private investment within 
agriculture. Failing appropriate public interventi on, the 
'enhanced economic surplus gets "locked up” on the very farms 
where it is generated. As farms shift towards the bottom 
of the acreage class structure, first the surplus gets 
diverted to consumption and non-farm investment, and 
■ultimately, as the next table diows, there is no surplus 
■ at a* ! . X 

The lesson is, that contrary to the optimistic 
ass'umptions of many, the green revolution itself generates 
forces inimical to its own continue forward motion. 



Table S: Savings and Investment in Haryana, 
by acreage class. 



Operated 

Acreage Class 




Description 

' 5 or less 

! 

5-10 

10-20 

20-30 V 

Above 

1. Savings 

. ^ , 

1 - 738 

+ 30 

1422 

3973 

3 908 

2. Total Inve 

stment 589 

760 

918 

1579 

3150 



! 

t 

I 

? 


!:■ 

t 



'M 


(Source: G.S, Bhalla 1972 opu s c jt , pages 15 and 5B) 

The observation that the inequality of land holdings 
has increased takes on a different colour in this context - 
where it has grown precisely because so many households 
have dropped into the very lowest acreage classes. If, as 
has been suggested for some of the areas adopting new 
HYV rice cultivation , the cause of the rising gini 
coefficient is different, the consequences will also be 
different. If the concentration in land ownerships rises 
because the same number (or a larger number) of big 
farmers acquire even larger holdings than before, it may 
be very good for investment indeed, however bad it may be 
for those reduced in circumstances, by sale or by transfer 



See Kathleen Gough, The Gre en Revo lu tion in South 
India and Horth Vietnam, Mi meo, 1 977 


of operated lioldings to big landlords via eviction of 
tenants. 

Thus the consequences of increasing concentration 
of land and of assets depend very heavily on what changes 
the increasing gini coefficient is reflecting. The 
prospects for future agriculture growth are dim indeed if 
the Haryana pattern predominates. If on the contrary, 
the experience of south-west Thanjavur is widely 
repeated, the prospects for increasing output further are 
bright, although its impact on employment, and the number 
below the poverty line may be dismal. ' 
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SECTION IV : IMPACT OF THE GREEN REVOLUTION OH DIVER SI- 
FICATION OF THE Ru IaI an d TO TAL ECONOMy_^__^ 

Do the most successful 'new technology' areas of the 
country support the view that rising farm incomes will 
(a) stimulate the diversification of the occupational 
structure, and (b) produce a proportionate shift of 
. population out of agriculture ? Does it produce a rise in 
tertiary sector employment significantly greater than that 
experienced in slower growing agricultural regions • 

On the basis of available evidence for each of 
Punjab and Harayana, the answers to, all these questions 
is: Ho . 

In Punjab, in place of occupational .diversification, 
the reverse process has taken place. Both a larger 
absolute number of workers are now in agriculture, as 
well as a higher proportion of the total labour force. 

While the growth rate in the Punjab primary sector 
has been three times that in the rest of India, the 
accompanying growth rate in the teritiary sector has been 
insignificantly above that for the rest of India. 

In Punjab in 1961, ”55. 5S percent of the total 
population was engaged in agriculture, and agricifLture 
contributed 4'7«75 percent to total state incomes.'' In 
1971, the proportion of workers had increased to 62.67 



percent but the share of agricultural income had marginal-j-3? 
declined to 45.33 percent?’*^ This is why, despite the 
fact that total agricultural income rose by 63 percent under 
the impact of the new. technology, the per male worker income 
in agriculture only modestly increase from Rs. 1007 to 
Rs. 1309 per year. 

Meanwhile, the proportion of workers engaged in 
manufacturing has significantly fallen from 15.3$ to 11.3$, 
and the proportion of workers in the. tertiary sector has 
goen down from 25 to 23$, although in both sectors per male 
workers income has risen. 

Thus rapid economic growth based on., the most success- 
.ful green revolution in the country, bas led to de- 
industrialization, an increase in the proportion of workers 
in agriculture, and a substantial widening of the income 
differences between agricultural and non- agricultural 
employees. 

With a larger proportion, as well as a larger number, 
of workers trapped in agriculture, it is not surprising that 
there has been in Punjab a three— fold multiplication in the 
number of small farm holdings and a doubling of the number 
i;;:b f >:l;andlb:SS ':''l^:OU^^ 

G.S. BhallaJ ’’Punjab Eco^jLomy, Growth and Prospects", 



- ^ ; 

We have to conclude that the growth of agricultural 
output alone does not stimulate more rapid development 
in the secondary and tertiary sector sufficiently. There 
is no alternative in India to direct measures for increasing 
productive, employment creating investment outside of 
agriculture, and on -a l.sr.ge scale. 

Findings from Haryana support this vieU.- The only 
region in that state where substantial occupational diverai-. 
fication among landless agriculture labour household has taken 
place is the large area adjacent to Delhi. It is poor in 
terms of farm labour earnings, but rich in terms of supple- 
mentary income from dairying amonglandless households, and 
even richer in terms of the non- agricultural wage labour 
earnings afforded. The main additional conclusion in the 
Haryana case- is tha,t occupational diversification is so 
effective in putting a ’floor’ under landless household 
incomes, that oven in relatively low average total income 
areas, there is less grave poverty among the landless than 
in the 'region with the highest average farm labour and total 
earnings in the state, which is occupationally much less 
difersified. 
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Table 9 


Item 


Sen's 'P' Measure for per capita 
income in landless agricultural labour 
households. 


The diversified The less diversified 
lower agricnltur- prime Green Hevolutioj 
al income region, area of the State. 


. — -A 

\ 

— A -A ■ 


■"n3 O- 

VOX -pMU) ■ 

■ DO-a-O 

\D- CO-O 

• • 

41 ^ ft ; • 

. •' '» 

.• ♦ #:■ 

:s: a 

H S) ^ 

OSS 

PM W ^ 

CD ct' 

P d d 

M p p 

0 P‘ pD 

D1 ci" 

3 c-J- d 

H' p* p 

4^3 

ct* p 

H* p c-j* 

CO p P”* 

p d g 

H 

P’ to P 

10 viS 

H d d 

W 

eh Cf 

P p P 

P cM 

0 Mj 

p- ■ 


P p 

US MS 

P P 

P“Mj 

S !a 

0^ p 

P-P 

c•^ M 

pj 

P 

P 

MS p 


H CD 


pD P-- 


03 


CD 

p3 

rr 


0) 

LC 

l-v 


U) to- 


ft tl! Q 
H- QJ si 
s c-i- 
fD SB 
O !15 ^ 

fV t3 
SB, SB C+ 


1 , Sen* s ‘ P ' measure 
2. Per capita income 

1972-73 


.321 


Rs. 370 


.433 


Rs. 432 


c^cc^ 


-r 

0-0 03 


0-0 *03 

o 


-O 03-<3 
vn\D 4- 


\0 0!) 
f\.) va-o 

i 9 J +-"0 


\0 o ^ 
oaj o 

(V> Pb 
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SECTION V ; C ONCLUSIONS AND POLICY IMPLICATION S 

There are reasons now to think that it may be more 

I t i) 

difficult to maintain the 'food balance; in future, 
than it was to achieve it in the recent past. 

One reason is that in the districts where it was 
easiest to introduce it, inproved technology has already 
been adopted. To sustain past growth rates, we have to 
extend the new technology to more difficult districts, and 
to more ‘difficult’ sets of farmers within the ’easy' 
districts. in many of the slow -growing wheat production 
areas, the required investment in infrastructure will be 

. s) 

gi^en greater than was necessary to develop the wheat 
areas which experienced rapid growth during the 1960' s. 


■ 5 ) 

It should be noted that there are good reasons for 
objecting to the. prevalent use of the phrase 'food 
b^ance' to refer to a food production growth rate only 
marginally in excess of the population growth rate. It 
brushes _ aside the existence of 30 to 50- per .cent of ouir 
population belov/ the poverty line. It is analagous to 
planning for a rate of growth of jobs equal to the rate 
of ;J).optiS-tde,n. We do not ignore the backlog of unemployed 
in calculating the required supply of jobs. Why do we 
ignore the backlogr.of the unfed when we calculate the 
required rate of growth in food supply ? 

2) It has been estimated that the costs of irrigation alone 
in the central 'dry belt' of India are in the range of 
Es. 12, 000 to Es. 15,000 per h ect are . 
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One gains the impression that the implications in 
terms of additional financial resource mobilization may not 
ha,ve been fully appreciated even by well informed politicians 
eager to invest in agricultural growth. 

In the alow (or negative) growth rate, traditional 
rice areas, the barriers to growth appear to be more complex. 
I4hile investment is certainly necessary, it is not likely 
to be sufficient. On the one hand it is thought that the 
additional investment required for an equivalent gain i^^ 
productivity may be less than in the poor-performance wheat 
areas. On the other hand, the effort needed to break the 
institutional barriers to growth is likd. y to have to be very 
much greater. 

Investment and institutional change in agriculture will, 
however, not be enough to give productive employment to people 
now dependent on agricifLture for a living, let alone to take 
Care c f population growth in rural and urban areas. Even the 
highest rates of growth recorded anywhere in India have not 
succeeded in inducing a proportionate shift to working populatioi 
to jobs outside agriculture. The result has been that everywhert 
productivity per man has grown more slowly than productivity 
per acre. The income differentials between agricultural and 
other workers have also widened. 




(Restricted Circulation) 

To. prevent popiilation from 'piling up' in agricult u-'a! 
occupations, and its consequences - the steady reduction of 
holding size andthe gradual, disappearance of ■prospects for 
private investment in agriculture -.there i s no al ternative 
to a very substantial increase in the rate of investment 
in no n-agri cultural production. The magnitude of the 

■■■’■If' ■ : 

Seminar 

on 

Economic policy Options 
( 2 U-- 2 I September, 1977) 

effort needed, in terms of investment in agriculture, invest- 
ment in industry, and in institutional transformation, 
poses the major challenge to Indian economic policy makers 
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INTRODUCTION 

Th.8 sixties savr a rna.ior cbaiiga in Indian agriculture 
in some parts of the country. The use of new seeds coupled 
with scientific inputs such as chemical fertilisers, insecti- 
cides and pesticides commonly Called the green revolution 
resulted in substantial increases in output in the agricul- 
tural sector in general and in 'ivheat in particular in some 
Parts of the country. The pre-conditions for the adoption 
of new technology, the iiiipact of green revolution on income 
distribution, the pol.itical implications of rapidly increas- 
ing power of a small set of cultivators in the green revolu- 
tion region etc. have ill been verj^ widely discussed in India. 

During the heyday of green revolution, there was an 
air of optimism iaid many economists genuinely believed that 
India had finally solved for ever its problein of agricultural 
shortages i»/ith which it had been allicted for a very long time 
Some over enthusiasts even talked glibly about the emergence 
of excessive food surpluses and even appearance of ghost 
villages . 


The 'seventies saw the pendulum swin?^ to the other 



extreme . During theearly seventies , monsoon failed in some 
parts and there was a drought for two consecutive years in 
Maharashtra arri. some other areas in India. This resulted in 
a precept ible decline in the total agricultural output. 
Furthermore, the rate of growth of output in the green revolu- 
tion areas also started flattening out. 


It also became clear that ±n spite of the green revolu- 
tion, the rate of growth of agricultural output had tended 
to decline during the sixties as comf)ared with the fifties. 
Dr. Hanumant!:ia B.ao calculated, on the basis of a trend line, 
that agricultural output had grov^n at an annual rate of 
3,3 per cent during the fifties and only at 2,1 per cent 
during the sixties. Furthermore, it was discovered that 
whereas area increeises made a significant contribution to 
total output increases during the fifties, it was the pro- 
ductivity increase wiiich was the main component of growth 

1 

during the sixties. 



The preceptible fall in the growth rate of agricultural 
output in the early severities led many economists including 
the Economic Sun/ey to talk about stagnation in Indian agri- 



culture. The stagnation theory has been very vehemently 
TTTncrease ih "area and yield are to some extent complimentary . 
Howeyer, it. is generally easier to expand area than to 
increase yield. Furthermore, it is much m.ore expensive to 
expand yield than to expand area. Consequently, the m.arginal 
cost of additional agricultural outiout is increasing at a 
high rate and in that sense, the increasing population- 
pressure has forced a major proportion of investment to be^^ 
concentrated in agriculture alone. This makes it more diffi- 
cult for, the Indian economy to come out of the low level 
equilibrium trap. 


economists 


controverted by another group of 


The mai.n j)urpose of this paper is to undertake a 
detailed examiriation of the performance of I-udian agricul- 
ture at a disaggregated district level. The aim is to study 
the Spatial pattern of productivity levels and growth rates 
of total agricultural output in India from 1962-65 to 1970-73* 
These periods have been selected with a view to capture the 
effect of green revDlution on Indian agriculture. Theaiialysis 
is based on three years .average of districtwise data on area 
and output of 19 crops for the period 1962-63, 1963-64-, 1964--6 
during the sixties and 1970-71, 1971-72, 1972-73 during the 
seventies. It is expected that the three years average 
would tend to avoid the effects of seasonal fluctuations 
so characteristics of Indian agriculture. The 19 crops that 
have been inclixied in this study are: 


Cereal S i Rice, wheat, Jowar, Bajra 
Pulses ; Maize, Bugi, Barley, Gram, Tur, Groundnut 
Oilseeds ; Rapeseed and Mustard, -Sesaraum, Linseed, 
Other crops; Sugarcane., Cotton-, Jute, l^sta. Tobacco 


We have obtained the total value of agricultural output 
during both the sixties and the seventies by valuing the 19 
crops included in our study at constant average all India 
197 C -75 prices. These prices were obtained by first adding 
the all India value of output of each crop at current prices 


\ 


for 1970-71, 1971-72 and 1972-73 and diriding this aggregate 
Value by the sum of physical output for that crop for these 
very years. Value of output figures were obtained from 
National Accounts Statistics - Disaggregated Tables 196O-61 - 
1972-73 while physical output data urs^s taken from estimates 
of area and production of principal crops, Ministry of Agri- 
culture. ,0ur area and output figures for each crop pertain 
to these 19 crops onls^ and differ from the estimates given 
by the Ministry due to lesser coverage as exp alined in 
detail earlier. According to our data (Table 1 ), total 
agid-cultural output had a value of Rs, 1,23,627 mn. during 
the seventies compared with a value of Bs, 1,07,890 mn. 
during the sixties. This means that total agricultural 
output grew at a compound rate of 1 -97 per cent during the 
period under study. Area under the 19 crops increased from 
12^ mn. hectares to 127 mn. hectares, that is, at a compound 
rate of .30 per cent, productivity increased at a much 
faster rate of 1.66 jjer cent from Rs. 873 per hectares to 
Rs. 973 per hectare. 


In value terms, total output increased by Rs. 17,737 mn. 
with an area inci^ease of 2 . 9 ^ lan. hectares during ^ 1962-67 
to 1970-73. Except for Orissa, Makarashtra and Andhra 


Pradesh, agricultural output has registered an increase in 


every other state of India. The mao or contribution to the 


increase in output \ras made by the states 


of Uttar Pradesh, 
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Punjab , Haryana, Tamil Nctdii an^i Vl&st Bengal where the . . 

Value of output increased by Rs.X.f,I|-^Amn., Rs/ 3,825 mn. , . 

Rs. 1,8t0 mn. Hs. 1 , 82 ^? mn. , and Fs. 1,^95 ™-* ^^spectively. 

It may be noted that almost half the increase is accounted 
for by the two states of Uttar Pradesh aiii Punjab alone. > 
On the other hard,, output declined perceptibly (by Rs. 2,968 
mn.) in the state.; of Maharashtra and to some extent in Orissa 
and Andhra Pradesh, 

In genertil, in all the states where agricultural out- 
put has registered a positive growth, output increases are 
associated with increases in both ai'ea and productivity. 

The only exceptions are the states of Karnatate,j Gujarat 
and Bihar. Significantly, despite sharp decrease in area, 
output has actual3-y increased in Karnataka due to a marked 
increase in productivity from Rs. 709 per hectare to Hs. 9^0 
per hectare. In Gujarat and Bihar also despite a decline in 
area, output has registered an increase dte to producti- 
vity increases . 

A mixed picture obtains in the states where agricul- 
tural output has declined. In Maharashtra, both area and 
product! Vi have sucrwn a tiiarp decline ^.-dth the result 
that output has registered a big fall. In Andhra Pradesh, 
area has declined but prodacti^)ity has actually increased 
with the resi,.ilt that uhe fall in out-put in not very great. 
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Orissa is the okiy state *er8 in spite af a substantial 
increase in area, the total agricultural output has actually > ,0 

recorded a decline because of a , . . . ■ 

O’he statewise data on productivity sha^s that except in 
Maharashtra and Orissa, output per hectare has risen in every 
other state of India. The mximim increase in output per „ 
hectare has been registered by Punjab followed by Jaimnu and [ 
Kashmire, Haryana, Ra.jasthan fend Karnataka. In othei s ... , j 

there has been only a marginal increase in productivity. , t 

Important cropping pattern changes also seem to have 
occurred during this period (see Table 2). Foodgrains output ^ 
as a whole has registered a substantial increase from 76.2 im. ;; 
tonnes to 94.6 mn. tomes. Within the loodgrains category, j 
the greatest increase has taken place in wheat which has , 

increased by 13.4 mn. oonnes. However, the increase in other | 
cereal crops has been rather small and in fact there has been ^ 
a decline in the production of jowar. In general, cereals ' 
have shown fairly high growth over the period under study. | 

AS against this, the puD.ses have shown a decline both in | 

area as well as in output. i\rea under, pulses declined I 

1.6 mn. hectares and output by 2 lakh tonnes. Oil seeds have^;^, 
. shown a stagnating trem . Sugarcane output has increased | 

from .10.7 mn. tonnes to 12.3 ron. tonnes. Thei'e has been a | 

declihe in the output. ^ crops , although the , , 


|;fipf3iwawr‘- 


^ utptjfc in tciTiis 




output of cot ton has shown a small increa.se 


With the esception of jowar, there has been increase 
in proiuctiYity in every cereal crop. A phenomenal increase 
in productivity has taken place in wheat where output has 
risen from 8i1 kg ./hectare to 1322 kg ./hectare. The pro- 
ductivity of rice has also shown aji increase from 101 5 kg./ 
hectare to 1106 kg ./hectare. The productivity increases 
in other cereals have been much smaller.-"' — ' 

Goming to the oilseeds, thei^e has been a small decline 
in productivity of the area under groundnut. In all the 
other oilseeds crops productivity h vs tended to increase 
although mai’* ginally . Sagarcaa'ie has shov.no a substantial 
increaS'e in productivity. In cotton, thei'e has been 

_ , ■ ■ ■ ' '■ ' ■ ' ■ -j 

increase from 119 kg ./hectare to 120 kg, /hectare. There 


has been a m.ar Final decline in th' 


jcl uct ivi t V o f .1 ut e 


as well .as mesta and -a small’ increase in the productivity 
of tobacco . 


J '“'J' 


Taking all tne 19 crops together, the .average produc- 
*^i'-dty ot agricu.!. L* ur€:r nas j.iicre.asec. froi^i ..n .Sol per hect-^re 
: inv: :i 962-:65: ::to ;Rs . ;9'/3 per ne c::t are Quri ng i ^70 -73 , that ; is^ . d' 

::dt: :nv:compound/ro:ted:hf,; 11.6:6: 


1. New varieties oi co’^'-tov^~"aav:a maae'a visibia imoact. "rel 

cently ana t.ie cooton output '.i-.'ii' eased, fx*oKr- 5 "mn. boles 
ihIC;;l:9p6r/6: Ihol;:/:.!; :KinA^^ 

d;o s tabilise at this record i9ve^ iur j rk' '! 079-05 ■ - - 

^S£2£2ai2_.Survev, 197 ^- 76 , Government •f'^India. 


However, the average productivity hides the fact that 
there have been very l.-rge spatial variation both in the 
level and the growth of agricultural output. This, we 
shall explain irore fully now. / 

li SVBLS OF ferTRTCTn/riJR.ilL OUTPUT : / ' 

To study, the pircblem of spatial rax‘iations in pro 

ductivity and; use of modern inputs wvs have prepared a ; 

descending order table of 282 districts according to their ■ 

-n « -oar h-ot-^^re. mhe 9 hill district units 

value product. pex iiccxait?* y n o-o. 

had to be neglec'ted’ as Inpiit data for these' i«ere not very 
satisfactory. 

The results are presented in Table 3(a) and 3(^) where 
the 282 districts have been consolidated irlto 9 productivi- 
ty classes. 

The average uroduc bixd-ty of all agi'i cultural crops in 
India comes to B,s. 97^ per hectare, only.. 133 ou.t of the 282 
districts had above average productivity. They account for 
lfl+.99 per cent of the culti'vatea area in India and 63.78 
per cent of the total national agricultural output. They 
consume 70.^2 per c-ent of the' total fertiliser consumptp-on 
and employ 71'. per cent of the total tractors, 5^, 06 per 

V .• i;cent: -nf ■ the: tplali irrig 

r (cent (pf : theii::tot-al; I'grosf 
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TAdLE 3(a) 
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Andhra Pradesh 

Assam 

Bihar 

Gujarat 

Haryana 

Jammu&Kashmir 

Karaataka 

Kerala 

Madhya Pradeshj 

Maharashtra 

Orissa . 

Punjab 

Ra jasthan 

Tamil Nadu i 
Uttar Pradesh 

West Bengal 
Total 





That there is. a large concentration of output in the 
high productivity districts anh that simiataneou sly these 
are the very districts which make use of major proportion 
of modern inputs is clearly brought out by the Table, 
we have made a nine category classification of districts 
according to their yield levels. ¥e may call all the dis- 
tricts which have productivity level above Hs. i ,300 per 
hectare as high productivity districts , those which have ■ 
productivity levels between Rs. 7 OO to Rs. 1,300 psr hectare 
as mid productivity districts and those wdth productivity 
less than Rs. 700 per hectare as lov; productivity districts. 

There are 69 districts whose productivity is greater 
.than Rs. 1,300 per hectare. These account for 20.4-8 per cejib 
of total cultivated area ard- 36.4-0 per cent of total national 
output. They consume 4-4.24- per cent of fertilisers, use 
5 ^ 0.39 per cent of the tractors and 45.4-7 pei* cent of the 
Irrigation engines and account for 38.43 per cent of total 
gross irrigated area in India. The high productivity dis- 
tricts could be further dis-aggr?gated into two broad 
groups. 50 districts {that is nearly 16 per cent) have a 
productivity level exceeding Rs. 1,500 per hectare. They 
account for only i4,48 per cent of the total gross cultiva- 
ted area in India but contribute as much -as 27.84 per cent 
::pf:y||iey;;tptaf ybu4put7ln:5thi:;:|;bun| 

:|||5|e;pt;;.:;bf;dtl|a;4ipiai:;;yfef^ 



46. 81 per cent of all the tractors , 40 .68 per cent of all 
the irrigation engines and account for 34.08 per cent of 
total gross area irrigated in India. g- 

• These 50 high yielding and high input using districts 
are distributed as follo\->rss 

Wine of these belong each to Punjab (out of 11 dis- 
triets in Punj.ab) and Tamil Nadu (out of 11 districts in 
Tamil Nadu), 7 to Kerala (out of 7 districts in Kerala), 

5 each to Ksirnataka, viestei’n Utuar Pradesh and West Bengal, 

4 to Andhra Pradesh, 3 to coastal Maharashtra and one each 
to Haryana, Quj.o.rat and Jammu and Kashmir. The availabi- 
lity of assured irrigation in these districts had enabled 
them to profitably use more fertilisers and other modern 
inputs and .to obtain a very high yield level. 

The other sub-g:'*oups in the hig'! yielding districts 
cons-ists of 19 districts that h.ave procliictivity ranging 
between Rs. 1,300 to Rs. 1 ,500 per hectare. It is significant 
to note that even though they (the 19 districts) have 
recorded a much higher yield level compared with the all 
India overage (Rs. 1 ,383 per hectare comp'i.red w?ith Rs. 974 
per hectare), their use of modern inputs is far below the 
average. Thus, v;ith 6.01 per cent of tot.al area and 8.57 
per cent of total national output, they use only 5-31 per 

eff to of yf d^iSisdr s; ,4(efflp3. dy;:f 6^ 


V ” ■ 

tractors, ^.79 per cent of p’omp sets and tubewells and 
claim only ^.35 per cent pf total irrigated area in India. 
A further disaggregation of this group shows that one sub- 
set comprising of seven districts, of which three districts 
■belong to Karnataka and one each to Haryana, Punjab , Uttar 
Pradesh and Andhra Pradesh do not strictly fall in the 
category of low input using districts. However, the second 
subset consisting of the rest of the districts which are 
mainly concentrated in. West ^Bengal ( 7 ) and Assam (3) have 
very low irrigation and use very small amounts of fertili- 
sers or tractors . It may be noted that in their case the 
high productivity is mairUy due to high land fertility and 
high rainfall. 


At the other extreme, are 83 districts (29 per cent) 
whose productivity is less th,an Rs. 700 kg ./hectare. It is 
significant to note that although they account foi* 31 * 7 ^ 
per cent of the total area but they produce only 15.68 per 
cent of the total output. Relative to the area under cul- 


tivation, their use of modern inputs is very much smaller; 
Thus, telth 31 . 7 h per cent area they consume only 12.83 per 
cent of the total fertilisers, employ 1„i.36 per cent of the 
tractors and 19.O1 per cent of the tubewells and irrigation 
engines and account for orUy 11.85 per cent of the total 
■^^^:|^^:A|rig|ted:..in:;j||dd'i*::;. 

are mainly distributed in the dry parts of central and 


southern India 


M'M- 


29 of these belong to Madhya Pradesh, 20 
to Maharashtra, 18 to Rajasthan, 5 to Andhra Pradesh, 4 
'to Gujarat, 3 to Karnataka j 2 to Uttar Pradesh and one each 

to Bihar arid Haryana. 

* 

A look at the Table shows that within the low produc- 
tivity districts, the contribution of 35 districts within 
this Category that have productivity less than Ra. 5 QQ is 
relatively much smaller and their consumption of modern 
inputs is al-most insignificant. 


In addition to the high and low productivity districts, 
there is a very large chunk of^ 130 raid productivity districts 
whose output per hectare varies bet^^reen Rs, 700 to Rs. 13OO. 
They account, for nearly half ( 47*77 per cent) of the total 
cultivated area and contribute nearly half the total output 
in India. These mid productivity districts consume 42.93 
per cent of total fertilisers, employ only 38.25 per cent 
of the total tractors and 39 •*52 per ce.nt of irrigation 
engines and account for as much as 49*73 per cent of total 


irrigated area. 


rather strange that with a much 


higher irrigation, the use of inputs like fertlisers, 
tractors, etc. is relatively much smaller in these dis- 
tricts. Consequently, the productivity , recorded is also 
near the ^all India average productivity. 


A further aggregation of the mid productivity districts 


1 7s - 


shows that 31 of these had a prod -activity ranging between 
Rs, 1100 to Rs. 1300 per hectare, 49 in between Rs, 900 to Rs.li00 
and 50 in between Rs, 7 OO to Rs.-OOO per hectare.' The' 31 dis- 
tricts in the first group have rei_ativ‘ely higher output per 
hectare and also use relatively higher inputs. On the other 
hand, the ^0 districts with productivity ranging between Es. 70 O 
to Rs. 900 have relatively much lower productivity and also 
their use of inputs is less than average. 

The 83 mid productivity districts are located in Uttar 
Pradesh (40), Bihar (14) , Madhya Pradesh (14), Orissa ( 11 ), 
Karnataka ( 8 ), Gujarat. ( 12 ),. Rajasthan ( 8 ), Andhra Pradesh (7), 
.Assam, (4)., Maharashtra (2) ,' Tamil Nadu (2), West Bengal (2), 
Haryana (4), Punjab ( 1 ) Jammu & Kashmir (1). 

That a major concentration of modern inputs has taken 
place is clearly brought out by the fact that v/ith slightly 
greater than one fifth-of the area, the tojj productivity 
69 districts consume almost the same proportion of fertilisers 
as 130 mid productivity districts vitdi nearly ^0 per cent of 
the area. In fact, there is, more disparity in terms of use 
of tractors and tubex^ells, _,The various constraints to 
development an this large mass of mid productivity districts 
have to be lo.oksd into carefully if ^Indian agriculture is to : 
make a brealcthrough. 


^ 4 r 


Table 4(a) and 4 (b 4 give an overview of the grov;th of 
agricultural output in India. All the 282 districts in the 
country x^ere arranged in descending order of groxv-th rates of 
agricultural oxxtput , ar 4 a consolidated table containing nine 


classes x^as prep 


The average rate of growth over the 


period 1962-67 to 1970-77 xvorks out to be 1.94 per cent per 
annum. 212 districts show positive grov;th rates and there 
are as many as 70 districts where grox*;th rate is. negative. 

For the sake of analysis, ve have clulDbed the 9 growth rate 
Categories into four broad categories. We have called all 
the districts' -that have a growth rate of greater than 4.7 per 
cent as high growth districts; Only ^-8 districts fall in 
this category. The 102 districts v/hich have recorded a 
growth rate varying between 1.7 to 4.7 per cent have been 
designated as medium groxv'th districts and 62 districts x-ath 
grox^th rate varying betx^een 0 to 1.7 Per cent as slow grox.’- 
ing districts. The 70 districts that have recorded negative 
growth rates have been dealt with separately. 

That rapid growth and disproportionately large input 
consumption is concentrated in a small part of India is 
clear from' the fact that only 17 per cent of the districts 
have shoxrn a groxah rate hl.gher than 4.7 per cent per annum. 
These districts account for 13.66 per cent of the area and 
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23,04. per cent of the total output in India.- They consume 
26.8;9 per cent of the total fertilisers used in India, 
employ 5^.46 per cent of the total tractors and 2^.^0 per 
cent of the pump sets used in India and account for 32.^6 
per cent of the total irrigated area in the country. 

The 48 high groi.rth districts are located in Punjab , 
Haryana, Western Uttar Pradesh and in some dry parts of 
Rajasthan and Karnataka. 12 of these belong to Rajasthan, 

11 to Punjab -(all the 11 districts), 8 to -western Uttar 
Pradesh, '5 to Haryana', 4 to Karnataka, 4 to Gujarat and 2 
each to Jammu & Kashmir aid Tamil Nadu. The high gro-wth 48 
districts can be further disaggregated into two parts., 2^ 
of these have recorded growth rates higher than 6 per cent 
per annum and 23 between 4.5 to 6 per cent. It is notable 
that out of the 25 districts that have recorded an average 
growth rate of output of 7,82 per cent, quite a few belong 
to the dry arid zone of north-western India where produc- 
tivity level was very, low - in .fact, it, was lower than the 
all Irdia average productivity during i962--65. fhey have 
recorded a very nigh increase in their productivity levels - 
Rrom 721 kg ./hectare during the sixties to 11 38 kg ./hectare 
during the seventies (i.e. at a compound rate of 5.87 pfer 
cent) . These are mainly the former dry, districts of : 
Rajasthan <8), Harj'ana (2), western Uttar Pradesh (2) and 
Karnataka (2) where irrigation and particularly tubewell 


— ! 22 ; - 
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irrigation has made a big headway. In addition, they include 
all the 11 districts of Punjab where tie percentage of gross 

area irrigated has jumped 'iip from 57*7 per cent during 1982 - 
65 to 76.1 per cent during^ l 97 d“ 73 • cf-lition to , .these 25 
districts, there afe 2'3 dist^ bave recorded a high 

growth rate ranging bet-ween ,4-€5' fo 6 per .cent per annum. 
Their spatial, distribution t,S: given in the 'Table, ; v 

At the- other extreme .. 'there are-: as many ^s 7Q districts 
that have actually sho-wn'.riegative rat-es of growth. In fact, 

22 of these , had" a rate qf growth below •- 3 per-cent. A 
ma'j or reason for their, deceleration .is- the fact, that they , 
have proportionately much lower irrigated area and they 
make use of relatively insignificant proportions of modern 
inputs. Thus, with 26.78 per cent of _ the area, these 7^ 
■districts ..produce only 18 . 7 - 1 . per cent of the- total all Ihdia 
output . They account "i or only, 15«9’1 of the total 

irrigated area in India, co ns ume--bnly 17.38 P®^ cent of the 


total, fer'tilis.ers, .: employ only 9«2'i 


uu of. the total 


tractors and 19, 15 per cent of the. pump sets used in the 
country. The 70 ■ negative growth districts are mainly 

concentrated in the dry central zone and some other parts of 
central India. As many as 23 of these are loaated in 
Maharashtra, 11 in Andhra Pradesh, 8 in Orissa, 7 in Madhya 
Pradesh, 7 in Bihar, 6 in Karnataka, 4 in Gujarat, 2 in 
Rajasthan and .one each in Uttar Pradesh and West Bengal. 


These are the real problem districts in Iniia that haye- mostly^^ 
stagnated :oyer- tte^ 


In addition, there are 62 slew growing districts having 
growth rates ranging betwaen- 0 to ;P^t •aamnn.i'. 

These dis-tricts have shown, only a small Increase in* produc- 
tivity. The -62, slow growing, districts adcaent for -about 
oae fifth ofthe ovcbpwt produced ia Indian?' ' they 

use 2^»09 'tba -fertiHfers conetaned-, employed 

■la.ha per oent of ^isafitiwa US'*' cent of ptJmp sets 
and . adcotmt 'for pe» «e®t of t tie t»tal irrigated area. 

By using reiatimly' sswwsage- aJaouht if^-uts*' they- -are .able , 

..to- protbace. average eut^^isnt# , However | - it. is ncFfe very elear why 
-this 'vlarg® -arott 'has- slfftwn' 4 - nje^gligihle. pat®- ;. of growth-* - ■ 

■IS- of ^bfesk-fiso. 6^ difitnicts. hf8ii#»dg ta -Madbjm I23rad«j&ia, 1't to 
Uttar Pradesh, each to -GnJaratj Jamil Nadu and Karnataka ^ ^ 
ea®h;t9- jijdhra Bradg^h and Raaaethan» 3..ba«^ to- BihaTi Kerala*- 
Maharashtra, Assam and Orissa and one to West Bengal. 

In addition to these higte gro’-fth and decelerating districts, 




there is a very large number of iiBdium growing districts in 
India. Thus, there w-ere as many as 102 districts that have 
recorded a growth rate varying beWeen 1 .5 to h.5 per cent. 


These districts account for nearly one third (33 .h7 per cent); 
of the total area in the country and produce slightly more 


than one third (36.4-8 per cent) of the total output. Their 



use of modern inputs is also relatively at an average level . 
Thus, they consume 31 • 64- per cent, of total fertilisers, 
employ 23.92 per cent of tractors, 2h.36 per cent of pump 
sets and account for nearly one third of the total gross 
irrigated area in India. This large chunk of 102 nedium 
growth districts is spread all over India. As many as 
of these belong to Uttar Pradesh, 2h are located in Madhya 
Pradesh, 12 in West Bengal, 8 in Raj as than, ^ each in Bihar : 
and Gujarat, 4- each in Karnataka, Tamil Nadu, Assam and 
Kerala and 2 each in Haryana and Andhra Pradesh. 

A study of regional variations in growth pattern brings 
home the momentous nature of challenge facing Indian agri- 
culture. In the first place, radical steps have to be 
taken to ensure that the negative growth districts come 
out of their stagnation. However, even more challenging 
is the fact that a very large number cf districts covering 
large areas have shown a pitiably slow growth rate varying 
between 0 to 1.6 psr cent and another 102 districts have 
shown a medium rate of growth. This slow growing plodding 
range of districts with its disproportionately large weight 
in the total area and output determines the overall growth 
pattern;', of agricultural output in the country. It would 
not be possible to appreciably raise the rate of growth of 
output in India without bringing a)3 0ut a radical change in 
the growth pattern of this big chunk of districts. 
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Ghanges from Sixties to the Seventies 

; ' . ^ ■ ' . . .- 1 ^ 

about the changes brought about //^t{ 

as a result of differential .growth rate in the number of 


districts, tneir area and output. These changes are listed 
in terms of three productivity levels. These very changes are 


reproduced in a more disaggregated manner in the frequency 
distribution curve for the sixties and the seventies given 
in Figure 1 and 2. Looking at the number of districts, one 
finds that the weightage of low productivity districts has 
declined and that of high productivity districts has increas” 
ed over this period. The changes in area indicate the same 
trend. The area under low productivity districts declined 
from 29.^ per cent to only 31-36 per cent and the, area under 
high productivity districts increased from 12.61 per cent 
to 20.27 per cent over the period under study. This indicates 
that the. area curve has become much less skewed. However, 
the preponderance of low productivity areas continues to 
be very high even now. One obtains an opposite picture if 



one looks at the output distribution. The proportion of 
output produced by the low productivity districts has declined 
from 23.46 per cent to 15*49 per cent and the proportion of 
output produced by the high productivity districts has 

increased from 25.81 per cent to 36.03 per cent. Obviously - 

even though they account for only a fifth of the total area,, . 
the high productivity vdistricts nov; produce more than one 





third of the total output and their weigh tags has substan- 
tially increased over the years'. This is a very significant 
development. 

, Vie have also calculated the concentration ratio of 
total agricultural output during the sixties and the seven- 
ties. we discover that the Ginni Co-efficient has slightly 
increased from .25'0 to .27^ indicating an increase in the 
concentration ratio. This is illustrated in 'figure 3. 

Table- 6 gives details of the movement of- districts 
from one productivity range to the other as a result of 
differential growth rates achieved during the period 
1962-65 to 1970-73 • Taking all the growth rate categories 
together, we find that as many as 26 districts moved up from 
the low productivity category to the medium productivity 
category because of high rates of growth. The spatial dis- 
trib-ution of these districts is given in Table 6. Seven 
of these 26 districts belong to Madhya Pradesh (Warsimhapur , 
Bhind, Indore, Mbrena, Shajapur, Tikaragarh and Surguja), 

5 to Rajasthan (Alwar, Bharatpur, Bundi, Chittorgarh and 
Ganganagar ) , 4- to Karnataka CBidar , Chitrad-urga, Raichur 
and Tumkur) , 4 to Gujarat (Ahmedabad, Jamnagar, Nehsana and 
Bhavnagar), 4 to Uttar Pradesh (Jalaun, Banda, Hamirpur 
ard Rae Bareilley) and one each to Jammu and Kashmir (Jammu) 
ani Haryana (Gurgaon) . These are by ahd large the erstwhile 
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dry districts to which irrigation came in a big way during 
the period. On the other hard, 5 districts registered a 
negative grov/th rate in productivity and moved down the 
ladder from Rs. 700 to Rs. .1300 par hectare productivity 
Category to less than Rs, 700 per hectare category. Three 
of these decelerating districts belong to Maharashtra (Jalgaon, 
Sangli and Satara) and' one each to Ifedhya Pradesh (West Nimar ) 
andiAndhra Pradesh (Medak) . The result was that there was 
a net 'addition of 21? districts to the medium productivity 
category,' from the low productivity category. 

On the other hand, as many as 23 districts moved up 
from the medium category to the high productivity category 
because of a substantial rate of growth. The spatial distri- 
bution of these high growth districts that were able to move 
up the ladder is as follows: 8 of these belong to Punjab 
■•■<Bhatinda, Pbrozepur, Patiala, Sangrur, Amritsar, Gurdaspur,/ 
Kapurthala and Ropar) , 4 to West Bengal (Kidnapur , Wadia, 
Marshidabad Purulia), 2 to Assam (Cachar and llLkir 
and Forth Cachar Hills), 3 to Karnataka (Kolar, Chikmagalur 
and Mysore), 2 to Haryana (Ambala and Karnal), 2 to western 
Uttar Pradesh (Bulandshahr and Nainital) and one each to 
Gujarat (Junagarh) and Jammu and Kashmir (Kashmir), There 
was only one district - that is Fizamabad in Andhra 
Pradesh - in which productivity declined from above Es,1'300 


-:30s- 

per hectare to between Fs. 700 to Rs., 13OO, per hectare, thus 
bringing it down from the high to the medium category. 
Therefore, there was a net increase of 22 districts in the 
highest Category districts . Because of movements upwards 
and downwards the total number of districts in the mid 
productivity category declined b 3?* one and in the low pro- 
ductivity Category by 21. 

we have already analj^'sed the changes in the proportio.ns 
of area and output brought about by this movement and have 
underlined the significance of the change brought about by 
growth in the productivity levels of large areas in India. 

It is no doubt a very heartening picture. However, it 
should not be forgotten that even now almost half the area 
contributing nearly half the output in India is still in the 
average productivity category and as much as about one third 
of the area producing nearly one sixth of the output still 
belong to the very low productivity category. Furthermore 
high growth (above 4.5 per cent) is confined to only 17 per 
cent of the districts (I8 per cent of area) and 25 per cent 
of the districts have actually'' recorded a negative grow’-th rate. 
The strategy of development will have to aim at simulta.ne ously 
raising the growth levels in the lowest productivity areas 
and also taking concrete steps to stimulate growth in the 
average plodding large mass of districts in India so that they 
Can be made to realise higher productivity levels. 
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YIELD Rs./Hect 


Public Administration, 

Ring Road, 


INV ES m SNT 

The needs of long-term grov.rfch and equity and the 
: persistence of sluggishness in the economy at a tim-' i^^hen 
have large stocks of foodgrains -aid suhstantial foreign 
ex ch;ange reserves 5 in my vis v/, call for a substantial 
increase in invsstm'rnt. hince the public sector dir'-ctly- .■ 
contributes to more than 50 per c nt of the total inv'-^straent ■ 
and also acts as a catalyst for inv;'stmant in the private 
sectors it is riacossc^ry in th,'- coming months to concentrate 
more on investment by the public authorities » The shai‘e of . 
the corporate sector in the to'cal investment is around 1© 
p.r cent. Th- demand that v/ill be stimulated by largo 
inv- stmont and outlay ■ of public aurhoritiss ond to a limited 
extent due to linkages j the privat-;- S‘--ctor will find its -If 
in a more propitious environment to increase its own inv stm nt 
and ‘..'Xoand its production, j^n additional inv-. stm nt of, tho 
ord?->r of 1,000 cror'^s wall be appropriate. , 

REoouRc a s 

This sttpping-up of public investment has to bo a 
sustained one. This will invariably generate inflationary 
potentials unl-ss during the curr nt and the subsequent 
yeaiTS, the additional purchc^sing power generated by increased 
investment is neutralised by subs'c-nt ially more tax rec^-ipts 
or surpluses with public authorities.. It app-.'ars that, during 

The note was originally disciissed with 
the Finance Minister in DoccBibor 1976. 


.» « 


the last 25 years, whenever public ^£ixpenditure was st'-:^p 2 Deci up, 
the revenue and non-revenu' receipts of public authorities in 
subseQ.uent years have not increased correspondingly. This can be 
explained only in terms of l^akag-.s of income at different 
levels, Even now, there are reasons 'co believe that a significant 
part of the additional income so g neratod escapes thee tax n-'^t. 

So, the answ- r to raising additional resources esp-cialiy at th"- 
Ce,ntre doss not lie . principally in additional taxation or high-^r 
rates, but in increas-., d effici -^ncy in tax collection. So far 
as the otaty.s are concerned, a higher rat? of tax, particularly 
on irrigation and officiant administration of local and. municinal ■ 
taxes are matters of great urgency. The Centre should -xploro 
the possibility of using its financial assistance to p-rsuadc ^ 

I the States and municipal governm'-nts to incr-jaso th‘- rat s of 
taxation wherever necessary and tone up the tax administration. 
PUBLIC DISTRIBUTICH 

Me should acknowledge that wherever large investment 
outlays by public authorities are nac'^ssary, the author Iti'-’S win 
have to reckon ^^^ith their inflationary potential. Poor harvests 
which accentuate -the inflationary pr-cosures are not an unusual 
ph’..noni'jnonj th jy will coritinuo to b with us. In tbi li-ht of 
our past eivp-'ri nce, i o is n<_C' ss-.rp to vcommit ours . Iv s to a 
long’-term policy towards m -ting such situations. Prices and 
incomes policy and th. ■ policy of public distribution are components 
of such a packvt. Tlio co rcpr ehensive analysis of various options 
r-dating to prices and income is ii cessary b >f oro launching such a 
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policy, j-iny public distribution system could be a part of 
this long-term policy. The pr s -nt distribution policy 
including th? dual pricing has not helped the poor to the 
a;:i:t...nt it should hav-ej rath r it is the industrial and the 
urban middle classes who hav.: b n fit.xl mor pfrom it. On 
equity cons id -rations along, the public distribution of 
essential commodities has to be '..xt 'nded to the poor in rural 
areas- particularly in l.ss di v dop d Stat^ s at pric'-s which 
will not -advers ly affect thy supply of th-se esseential 
commodities. It should be r- cognised that re=stricting price 
regulaticn to essential consum...r goods is not adequate. ^ 
There afe capital and int- rmjdiat , goods which are squally 

important for stimulating inv stm^nt and increasing- thb ■■ 

production of ssential goods and regulations have to be 
yxtend.d. to those convaociiti-s as well. Th- numbei* of 


commodities whose froeplay will r-main outside the r gulatory 


system will by so small that they can ignored for tte tirao 
b.dng. ii buff -r of 16 million tonnes at th end of a good 
harvest sc-ems to be n-c.ssary for sustaining th-' ■■xpind’fd -public 
distribution, -sp-cially of foodgrains. This buff- r is to b": 
run down during y- ars of bad harv-st which probably occur tv-dee 


-■very 7 or 8 y-ars. 
th- basic forc-.s of 
thdir importance or 
monetary m'-asur- s is 


R--gulati::n of prices have to b .'ar in raind 
supply and d raands ignoring th-.m or rninlmisim 
n-gglecting th- supplom-ontary fiscal and 
lik'-.ly to or at-.; an urihial'fchy situation, 

. » 9 1 . 








ihc industirial policy, p-irticularly, the gov acmiMi't 
assistance to industrial apc^nsion tlcrcugh various inc-.ntiv^-s 
r‘. quir S' a clos r looko ,Th, or s nt structure of inc‘-ntiv->s , 
uurticular ly^ to th sm-ll-scal j ent rprises discourag-'- them to 
r.ap tha advantag-.s of scalo 1-ading to a high cost : conomy. 

On the oth. r hand, giving subsidi s by not distinguishing n 

the implication of pl--ntiful supply of labour .and the scarcity of 
capitiil, incentiv.a prograiurins work against the obiectiv-s of 
iaenerating more 0'j.ij3loyui' nt» It is high timo to desivn various 

subsidies to ensure larger volum.. of employment. 

P aITjEN 0? I1I V1ST?4RWT 

rhu pa.tt,.;rn Oi investm nt v/ill be; c s sentially a t-rhnical 
...xarciso to be undertaken keeping in vi^'w the. desired consuantion 
1 vels of low-r incoifc groups and also the existing utilisation 
ret s in different industri-s. Both from an inv.s tm-.nt an-l- and 
to meet the n'-e:ds of equity, rural housing and primary ducaticn 
uT^:; th;.' two strong candidates for substantial incr;as'.,; ir, 
expend itur-'j. The aatt- rn of .ducaticn hit h- rto inst . 'ad of ^ 
r -ciucing' th-. sourc-a of in-'qualiti s and inequities, has 
str.engthen..d the fore s that corecr-ibiit ■ to great .r in^'-quity. 

Incide .oually, such progr s will provide jobs to th" educat-^^-d 
un mployed. 
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imUAL BUD GBTS 

Time is also ripe for taking a close look at the 
importance of annual budg ets in th context of fiv6-y ar plansy ^^e ep 
In view of the duration of th cora tract ion period of major 
proj.'Cts, it is n-o-ssary to explore th. possibility of long- 
t‘ rm budgeting for such projects which will r-eduee th' unusual 
importance attached to th*. annual processes of budg-'ting so that 
the K work on them is not hold up for v/ant of financial r-esourc-s , 

In the preisent context, ther.i is a feeling that the 
inter St rat'.-s charged by various financial institutions ai-e* 
rather on th-e high side. It is argu.ed that it is partly 
r..^fl.'Ct:d in the liquidity position of the financial institutions. 
High int;r-st rdt".;3 arc naturally to th*’ disadvantag •' of ^■nt- rpriscs . 
Th- ref ore , at a tim. wh:n the conomy is sluggish, th* re appr^ars to 
b-e some justification for bringing down th- inter* st rat- s. If 
inter . St rat s ar- th r gul ..;tcvs of allocation of r sourc-s botw^ 
th *; pr-osent and the future, th'-re do s not s .W: m to be a strong 
cas.- for bringing dovrn tbe inc:.r sts. The r turn on capital including 
th* capital gains is no'c dl th-t an-lastic compar-ol with th<*.’ 
pr.vciiling rat s of int ,r st. Ih pieopos d inv stment and outlay 

should guarantee bupyant mark-^ts chat ars; socially;’' n 'C''ssary 
wh rc 15 OI" IS p';!" cent int .r st burden can be 'Xasily borne. 

What is p-.rhaps n„**jd*.r.*d at this stage is a rationalization of 
intor*'St rat*es so that th . rang of differ -nt types of int r -sts 
aro kept within a narrow band. 

wl?K'ei:?eee;;:ee::;.;eee;,:^ *:' :*e."e:e'':;w; e;;^ 
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p olitical jjSPiilCTS 

It is n.'Coss^ry th^t th r'i should be unr- strict cl access 
to facts for a prop r appr::ciation of th'-'' ■;Co:ior.iy, ordinarily^ 

important statistical data rolatinL to Indian -economy us 'd to b' 
availdbl' vath censid ■rciblo tim ■ la:^ . Ho'hj on top of this tim-,’ lac ^ 
there S't.ams to b- som^ kind of c ensorship. Even important v-' nts 
c£ economic incar^st such as strj.k s, lockouts, collaborations nlth 


foreign capitalj pricvj chang s, I hava reason to bcli-vo, are 
covered bj th. censorship. It is difficult to obtain a tru-- pictur-- 
of the "..conomy, factual or institutional, with th pr -s-.'-nt 
c' 'ns or ship. 

The ban^ of th cooperative novem nt in the country has b-'-e^n 
the politiciz-t ion of th;: raovem;nt. NoWj I have come across 
evidence that the financial 1 :istituticns are likely to b^ -xpos-'d 
to' a similar atmos-ohore. 



The uncortainlti .s inh r .nt in a political situation lik-' the' 
on : We have bo-,n living through for oh ■ past on; and half y--ars is 
not som- thing th^c would ^ ncoard;:, „ iriv stra-nt or discourage 
sp' culdtive activity, a mor-.; s rious study of -'conomic gains of th •* 
last -ighty-n months in t-rms of casual factors is njc.ssary. 
p.rsonally, I b,.liev,j th _• gov-..rrii-:i nt .eric th^.' Finance Ministry 
should idthdraw th.s-u restrictions on th fr' e:- flow of -economic 
and other relevant inf orm:.,tion and r-duce the iDOlitical 
unc'/rtainltiv.-s b -for tho n-xt budget. 

Administrative Staff Coll;’g9 

DECEMBER I65I976 Bella yista; Hyd 'rabcid 
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These notes have a very 'limited focus. They discuss 
only the role of monetary policy and interest-rate policy in 
controlling inflation and promoting growth and employment with 
greater distributional equality. I stress that the pursuit of 
price stability as a goal of economic policy is not only 
consistent with the simultaneous pursuit of these other social 
oboectives, but also highly conducive to their attainment. 

In these notes I /restrict myself to the discussion of 
only the rate of increase in the £ ener ^ l price level, i.e., I 
would leave alone the excessive increases in the prices of a few 
particular commodities, such as edible oils, pulses, or raw 
cotton, etc. Admittedly, the supply-side forces are very 
.important here. But, equally truly , the over-expansion of 
aggregate monetary demand, for output has. also made their price 
situation much worse, than it would have been otherwise. 

AS another aside I may say that mere appeals, threats, 
or warnings to traders have at best only a lindted short-run-^ , 
effect on the price situation by discouraging somewhat 
speculative hoarding of goods in short supply and curtailing 
excess profit margins on them. But they do nothing to change 
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the fundamental fact of excess demand or deficient supply of 
goods, of v/hich the speculative hoarding of goods is more an 
effect or a symptom than the cause, unless we are face to face 
with the market power of a few monopolist or oligopolist 
producers - traders. 


II 

Since positive excess demand shows excess of demand 
in relation to supply, it. is only trite to say that the causes 
as well as remedies of inflation must be looked at the sides 
of both demand .and supply. The obverse of this plain statement 
is that the excess demand in the goods market is the result of 
continuous e xcess increases in the nominal quantity of money - 
increases far in excess of the increases the public is willing 
to absorb at growing real incomes and constant prices. This 
fundamental insight of the modern monetary theory must form 
the basis of all monetary - financial planning in India. 

Historical evidence as well as econometric analysis 
show that, given the asset preferences of the public and the 
feasible a verage rate of growth of real income, we cannot 
expect the public to absorb more than annual rate of growth 
of money supply at constant prices, whereas the actual average 
annual rate of growth of money supply has been far in excess - 
9 . 3 ^ during the 60 ‘s. Ho wonder, we have a long-run tendency 



of prices to rise . They have risen at an average annual rate 
of about ^ since the beginning of the 60 's with large variance 
from y^ar to year. The pui-lic’s experience of growing prices 
at Varying rates with individual prices growing much more 
erratically has generated inflationary price expectations with 
a lot of uncertainty about their rates of increases per unit . 
time. This has affected their behaviour as well as the behaviour 
of policy-makers and of the publicly - administered factor 
prices, such as the deposit and lending rates of interest of 
banks and the government bond rate of interest. 

It is, therefore, suggested that for achieving long- 
run price stability the stock of money be allowed to grow at 
an average annual rate of only 4^ to $f . This will ensure 
neither immediate price stability, nor complete price constancy 
from month to month or year to year, nor the stability of each 
individual price, but the stability of the general price level 
over any longer period of (ssy ) 5 to 7 years. However, any 
short-period departures of the general price level from, the 
flat trend of prices will be mild and largely self-reversing. 
After a time, the general inflationary expectationswill also 
get eliminated. 

in 

The forces resulting in the excess increases in the 
supply of money are diverse as well as powerful. They change 
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their particular form from time to time. But, at bottom, 
they are almost always the same •? the. excess borrowing of 
deficit spenders (the government and the commercial sector) 
from the banking system. 

The excess deficit spending of the government is 
obviously the result, of its failure to raise . enough , tax revenues 
borrow enough from the public through market loans and small 
savings mobilisation, earn enough from its public sector under- 
takings, and keep a strict control over its consumption 
expenditure. This failure on the fiscal front is dee-rooted 
a® well as wide-ranging. It is the result of a complex inter- 
action of socio-political -economic forces of class' interests , 
inefficiency, corruption, and ignorance, whether it is a matter 
of tax evasion, appropriate tax -policy, tax coverage or tax 
concessions, the policy regarding rate-of-interest on govern- 
ment debt, small savings, time- deposits , or saving deposits, 
the pricing policy of public undertakings, etc. This shows 
the intimate interconnections among various policy variables - 
fiscal and financial. It also shows on ho^j many fronts the 
war against inflation has to be fought. 

Another important source of excess increases in the 
quantity of money has been the excess Reserve Bank lending to 
schediiLed banks, whether this is under its Bills Rediscounting 
Scheme or special refinance for bank lending to priority 



sectors (such as food procurement by the FCI and the state 
government agencies) or ordinary 'lender of last resor'fc ’ 
lending even in the face of rapidly expanding reserve base 
of banks consequent on the excess expansion of reserve money 
resulting from the net accumulation of foreign exchange assets 
by the Reserve Bank, This, further, is a result of a combi- 
nation of factors, such as incomplete appreciation of the 
money-supply processes by the Reserve Bank, pressure of demand 
for 'cheap' bank credit by the privileged bank borrowers, and 
widely -prevelant illusion among the public as well as the 
policy-makers that merely by expanding nominal credit the 
supply of real 'Credit can also be expanded to any desired 
extent,' Everyone would possibly wish that the banking system 
were all that powerful 

Another potent source 'of increase in the stock of 
money over the past two years have been the foreign exchange 
reserves accumulating rapidly with the B..serve Bank. It is 
strange that in a foreign-exchange-hungry country we find the 
inflow of foreign exchange a source of economic ills rather 
than well-being. Basically, it reflects the poverty of our 
planning and decision-making at the highest level. Even now 
it has not been declared what to do with our rapidly- accumulat- 
ing reserves. The decision lags are too long. The execution 
lags may turn out to' be longer. Then, why should we have 
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invited inward remittances of foreign exchange in the first: 
place ? Only to pay a rate of interest much higher than what 
the short"terni investments of these reserves earn abroad ? 

What will be the annual servicing cost of it ? What about the 
continued, retention of these deposits ? What will happen if 
the reverse flow starts ? All these questions need a thorough 
examination. 


Ihe policy makers fully well know, that foreign 
exchange reserves, if not spent, add to money supply. (They 
should further know that this addition is a certain multiple 
of the addition so the high-powered money which the accumu- 
lation of foreign exchange by the Reserve Bank generates.) 
Then, is there nothing in the armoury of the Reserve Bank to 
withdratr, at least temporarily, the unwanted high-powered 
money or does the Reserve Bank not have any well-defined 

i ' 

policy about the desired rate of change in the stock of 
money ? The Reserve Bank can plead neither helplesness nor 
innocence. If the RBI were serious about monetary stability, 
it could have hiked up appropriately the statutory reserve 
ratio and the statutory liquidity ratio of banks. The first 
would have mopped up, 'extra' reserves with banks and the 
second would have provided larger bank credit to the govern- 
ment, which woiild have reduced the deficit financing of the 
Central Government and the unauthorised over-drafts of the 
state governments. 
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. IV ^ 

There is a lot of misunderstanding in the public 
min.,., and in the minds o;’’ a large segment' of policy-makers 
about the gains from inflationary deficit finance by the 
government. Erroneously, they look at only the sasiBai 
financial resources gained by the government through its 
deficit finance, but ignore a whole host of indirect adverse 
real effects on the government budget, the economy, and the 
masses. It is extremely doubtful that even the government as 
a not r^l gainer from inflationary deficit finance when 
account is taken of all the losses and gains in terms to 

thb government from the resulting inflation - e.g.j Its 
losses in real terms as the tax authority and as the purchaser 
and the producer - seller of the goods and services. 

For the society as a whole, the harms done by inflation 
are massive and numerous: it accentuates inequalities in the 
distribution of income and wealth without generatxng xncreased 
predicted savings, forces deprivations on the destitutes and 
the poor without any voluntary saving potential, distorts the 
composition of the basket of goods and services produced 
^domestically and imported legally or smuggled in favour of 
■ luxuries consumed by the rich, distorts the structure of 
•economic activity by over-encouraging purely trading-speculative 
activities at the cost of manufacturing activities, renders all 
planning fruitless as it makes non-sense all estimates of 
financial resources, allocations and project costs, forcxng 



nid~plan revisions, . cut s, and rescheduling of projects, etc,, 
and breeds large scale social unrest in the country. 



;• v : ■ : ■ ■ : f: 

Inflation harms both growth and employment expansion. 

It is well known that the deposit rates of interest earned by 
savers on other financial assets do not raise fully- and in step 
with inflation. Quite often the realized real rates of return 
on them turn out to be negative. This factor has hampered 
greatly the growth of real savings and their institutionalization 
in the economy. Consequently, the growth, in r eal terms, of 
the deposits of banks and post offices, small savings collections, 
and the business of the LIC have been much less than what a 
climate of price stability xrould have yielded. 

On the other hand most of the money lending rates of 
financial insti tutions , when adjusted for the rates of inflation, 
turn out to be much lower than the true scarcity value of capital. 

-1-his has resixlted in the excess demand for credit most of the time 
and further inflationary expansion of money supply. It has also 
resulted in the encouragement of capital-intensive industries and 
technologies. (liberalised investment allowance offered this 
year by the government will strengthen this effect further.) 

Both these factors have harmed the growth of employment. So 
long as external finance remains under-priced in real 
its misallo catio n can also not be avoided, whatever t 



intentions of the policy makers. 

If fuaier employment is a desired social; obj ective 

and for this labour - intensive industries and methods of 

production are to be encouraged, it is essential that the 

und er— pricing of external funds be done away with and the 
a].lo catio n of credit be suitably altered in favour of the 

sniail p ro (iuG 03 ?s in "bowtis rnid. 
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AgUCULlIHAL GEHSUS 

^ ' . SUM!4ARJ AMD GOMCLUSIONS ^ ^ ■ ■ : • 

10.1. There are 70. 7 irilli on opera ti anal holdings in Indian 
agriculture operating over an aggregate area of 162 ndllion ha. 
of land, according to 1970-71 Agricultural Census. The average 
size of the holdings is 2.30 ha. out of which the net area 
under cultivation is 2.06 ha. 

(Paragraphs 8.1 & 8.4) 

10.2. The aggregate of 70.5 million holdings is made up of 

- 12.4 million wholly irrigated holdings operating over 
an area of 12.1 millian ha. 

- 17 million partly irrigated holdings covering an 
aggregate area of 46 million ha. of which the. 
irrigated component adds up to 17 million ha., and 

- 41 million whol"’// unirrigated holdings operating over 
a total area of 77 million ha. characterised by 
rainfed agriculture . 

(Paragraph 8.5 ) 

10 . 3 . The total of 70.5 million operational holdings is made 
up of 58*7 million individual holdings ( 83.3 per cent ) 
operating an area of 129 million ha. and 11.8 million joint 
holdings (I 6.7 per cant ) operating .33 mLllion ha. 

(Paragraph 8.7) 


10.^. Preponderance of marginal holdings ( Below l.G ha) is 

one of the dOHiinant features of operational, holdings in India. 
Half the number of operational holdings are marginal, although 
their contribution to total area is only nine per cent. 

Nineteen per cent of the holdings are small (1» 0-2.0 ha) and 
they cover 12 per cent of the area. Semi-medium holdings ' , ■ 
(2.0-h-.0 ha.) constitute about 15 per cent of the total number 
and 19 per cent of the total area. On the other hand medium 
(k.O - 10.0 ha) and large holdings (10.0 ha. and above) account 
for roughly tow-thirds of the area under these holdings. 

Eleven per cent of the holdings are medium holdings and four 
per cent are large holdings. In absolute terms 2.8 million- 
holdings which are of 10 ha* and' above account for an area of 
50 million ha. The average size of large holdings is roughly 


l8 ha* 


(Paragraphs 8.8 to 8.11 ) 


10 . 5 * Over two-thirds of the total irrigated area in the country 
( 67.6 per cent is made up of irrigated areas in the middle 
groups, viz. small and semi-medium holdings (39*0 per cent ) and 
medium holdings ( 28.6 per cent ). 

(Paragraph 8.12) 

10.6. Two- fifths of the total area under tubewell irrigation 
in the country is made up of areas located in the small and semi- 
medium holdings. Canal irrigation accounts for a little over 
two-fifths of the total irrigated area in all the size groups . 
Almost two-thirds of the total area under rice cultivation in 


the country is unirrigated 


(Paragraphs S.l^jS.l^ & 8 . 2 V) 


10 . 7 * Small and semi -medium holdings (1.0 to 4.0 ha.) account 
for the largest part of the area under rice cultivation, both 
irrigated and unirrigated (43*6 per cent and 44.1 per cent 
respectively). Although marginal and sub-raarginal holdings 
(less than 1 ha.) constitute one-half of the total number of 
operational holdings in the country, rice cultivation by these 
holdings add up to an area which is less than one -fifth of the 


total area under rice cultivation. 


(Paragraph 8.2^ ) 


10.8. Given the substantial role of the small and serai-medium 
holdings in rice production in the country and the technical 
and economic viability of these holdings in this group for the 
cultivation of this crop, it appears to be advantageous If 
added facilities are given to this category of holdings. 

(Paragr^h 8.27) ' 

10 . 9 . Greater part of the wheat cultivation in the country 

is under irrigated conditions ( 65*9 per cent of the total area 
under v/heat) in contrast uo conditions of rice cultivation. 

Small and semi-medium holdings (1. 0-4.0 ha.) account for the 
largest part of the area undor wheat cultivation ( 38.2 per cent 
of the irrigated area and 30 .O per cent of the unirrigated area) 
a phenomenon noticed in rice cultivation as well. 'Added 
facilities to the small and semi-medium holdings (which account 
for the largest area under v/heat) to^eards raising v/hcat 
production in the irrigated areas and strengthening unirrigated 
cultivation through supplementary (minor) irrigational 








faGillties would be a distinct advantage to the economy. 

(Paragraphs 8.28,8.29 & 8 . 31 ) 

10.10. Small and semi- medium holdings (1. 0-4.0 ha.) account 
for the largest part (about two-fifths^ of the area under 
inaiEe, both irrigated and unirrigated. Similar is the position 
in case of barley . 

(Paragraphs 8.34 and 8.39) 

10.11. There are about 7 million operatiaial holdings engaged 
in the cultivation of jowar and bajra under marginal and sub- 
marginal conditions constituting 72 per cent of the total 
operational holdings devoted to these crops. 

(Paragraph 8 . 38 ) ^ 

10 . 12 . iferginal and sub-marginal holding which constitute 
one-half of the total operational holdings, account for onl}/ 

8 per cent of the total area under pulses cultivation. 

(Paragraph 8.42) 

10 . 13 . Large holdings (10 ha. and above^ account for about 
16 per cent of the total area under sugarcane both in the 
irrigated and uiiirrigated areas,. 

(Paragraph 8.44) 

10.14. Medium and large hoLdings together account for 
63 per cent of the total are a under oilseeds. 

(Paragraph 8.48) 

10 . 15 * The bulk of cotton cultivation in the country is on 
the Part of operational holdings of a size of 4 hectares and 


above 5 which account for 77 per cent of the total area under 
cotton. 

(Paragraph 8.49 ) 

10 . 16 . Jute cultivation in the country is largely ah activity 
of semi-medium, small and marginal holdings."' - 

(Paragraph 8.50 ) r : 

10.17* The aggregate land under operational holdings which 

is cultivable but not being cultivated is of the order of 

12.4 million ha. One-half of this land is situated -in large 

holdings (10 ha. and above). The- reasons for such large area 

lying uncultivated need to be explored and measures should be 

taken to bring this area under cultivation -wherever feasible . 

(Paragraphs 8 . to 8.56) 

R EGIOHaL SimARITISS AlID DIVERSITIES IN IHDIAM 

A GRICULTUR E 

10 . 18 . Uttar Pradesh, the largest State of the Indian Union in 
respect of population has the largest number of operational , 
hold hgs numbering 16 million ( 22.2 per cent of the total 
holdings in the country) and operating over an area of I 8 
million ha. ( 11. 2 per cent of the total area under the holdings 
in the country) . 

(Paragraph 9 , 3 ) 

||. 10 . 19 . Although the total area of operational holdings 

constitutes nearly one-half of the total geographical area of 
tte country as a -whole, in respect of individual State, the 
extent of area under operational holdings out of geographical 
area of the State varies v/idely. The States of Punjab and 


..6 


« ® 6 > <sr 9 


Haryana with vast areas insicLe the State consisting of plains | 

cover nearly four-fifths of their geographical area for ^ ^ 

agricultural exploitation. At the other extreme are the 

predominantly mountainous States of Jammu and Kashmir and 

Himchal Pradesh which have per cent and 1? per cent 

respectively of the geographical areas presently under 

agricultural activities. 

(Paragraphs 9*8 and 9*9) 

10,20. Uncultivated portion of the total area under 
operational holdings in the States of Rajasthan, Maharashtra 
and Madhya Pradesh are of a sizeable importance, 3.h- million 
ha. in Rajasthan, 3»1 million ha* in Maharashtra and 2.7 million 
ha. in Madhya Pradesh. Some part of this uncultivated area is, 


however, not fit for cultivation, r 

(Paragraph 9.10) 

10.21. The States of Uttar Pradesh Andhra Pradesh, Punjab, 
Tamil Nadu, Rajasthan, Bihar, Haryana and West Bengal together 
account for 77 >5 per cent of the net irrigated area in the 

c ountry . 

(Paragraph 9.33 ) 

10.22. Sighty-four per cent of the canal irrigated area and 
62 per cent of the v;ell irrigated area in Rajasthan are in 
holdings above four hectares, 

(Paragraph 9.34- ) 

10 . 23 . The States of Uttar Pradesh, Punjab, Haryana and Bihar 
account for 9 + per cent of the area under tubewell irrigation. 
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Slxty-sei/en and 57 per cent of the area irrigated through 
tubewella in the States of Uttar Pradesh and Bihar are in holdings 
below four ha. whereas in Punjab and Haryana 65 and 69 per cent 
of the tubewell irrigated area are in holdings aoove V ha. 


respectively . 


(paragraph 9*35 ) 


10.24. The States of Uttar Pr^ash. Bihar and West Bengal of the 

Indo-Gangetic plains, the Southern States of Andhra Prade sh 
and Tamil Hadu and the Horthern States of Punjab and Haryana 
alone-jith Rajasthan, together account for 85 par cent of th.- 
Wholly irrigated holdings of the country, both in terms of 


number of holdings and their area. 


(Paragraph 9*^9) 


10.25. These are also the eight States, rls. Uttar Pradesh, 

Bihar, west Bengal, Amhra Pradesh, Tamil Hadu, Punjab, Haryana 
andBuJasthan which together account for the greatest part of the 
^jor irrigatlonal facllllles in the country ( 77 per cent of ^ 
the total area under canal irrigation in the country lies within 


these States) * 


(Paragra.phs 9.17 to 9*22) 


10 . 26 . large wholly irrigated holdings (10 ha. and above j exist 
in considerable numbers only in Punjab Rajasthan, Bihar and 

Haryana. The largest nmber of these holdings are in Punjab 

, - 11 vo-n.. rof* oA-3 51116 ha). Next comes 

( 27,906 holdings with a combinea aiua oi 3^3, , a; 

1.1 /T o coo hniii'n"s vd-th a combined area of 
the State of Rajasthan (12,52^ uoldi-.oS wib 


199,264 ha.) 


(Paragraphs 9.50 & 9*57) 
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10.27. There are 6,3 mi"' lion wholly irrigated holdings in the 
country of a size of less than half- an-hec tare; this means uhat 
more than half the total number of wholly irrigated holdings 
belong to the sub-marginal category. In Uttar Pradesh alone there 
are 2.^ million such holdings and anothor half-a-million in Bihar. 
The Sta.es of Andhra Pradesh and Tamil Ifedu together account 

for 1.8 million such holdings. 

(Paragraph 9,^0) . ■ 

10.28. In the States of West Bengal, Tamil Nadu, Uttar Pradesh, 
Andhra Pradesh and Bihar, the largest part of the area under the 
v;holly irrigated holdings in the State belongs to the small and 
semi-iredluffi holdings ('^8 per cent, 4? par cent, 47 per cent , 

44 per cent and 43 per cent respectively). In these States, medium 
holdings (4,0 to lo.O ha.) rank next in importance in respect 
of the share in the total area of irrigated holdings. . 

(Paragraphs 9 •52. and 9*54) 

10,29» In the Sta es of Punjab, Haryana and Rajasthan, it is 
■the medium category (4.0 to 10.0 ha) that accounts for the 
largest part of the area under the wholly irrigated holdings of 
the State (39 per cent, 36 per cent and 31 per cent) respectively. 
Next in importance are the small and semi-medium holdings. It is 
of interest to note that the area situated in the large holdings 
(10 ha. and above) constitutes a sizeable proportion in these 
States (19 per cent in Punjab and Haryana and 29 per cent in 
Rajasthan). 

(Paragraphs 9.74 and 9.77) 
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10.30. Marginal and sub -marginal holding's ( less than 1 ha. ) 
on an average have only 0.3 ha, as the irrigated component of the 
holdings, and the figures is as low as 0.2 ha. and 0.1 ha. in Bihar 


and West Bengal 


{ Table 9.18) 


10.31 • There are about 7 niillion partly irrigated lioldings in 

the country in the small (1.0 - 2.0 ha.) and semi -medium (2. 0-4.0 ha) 

category, and these holdings account for an aggregate irrigated 


area of about 6.1 million ha 


(TaDle II • of part II, Statistical 

Tables) 


10.32, Medium holdings (4.0 to 3.0.0 ha.) and large holdings (10 ha* 
and above) are generally marked, by a low irrigated coiirponent in the 
area under the holdings . The average size of the irrigated 

■ component in a partly irrigated holding of the group; 4.0 to 10.0 
ha, ranges .from 3.9 ha. in Punjab and 3.2 ha. in Har:fana to 1.4 ha. 
in Andhra Pradssh and 1.3 ha. in vjest Bengal. In respect of the large 
holding:. (10 ha. and above), the range of tb.e irrigated component 
in a holding is from 9*6 ha. in Punjab and 7.6 ha. in Haryana to 
3.3 ha. in West Bengal and 2.8 ha. in Andhra Pradesh. 

(Table 9.18) 

10.33. About 4l million operational holdings ( out of the total 
70.7 million) do not enjoy any sort of irrigational facilities. 

The aggregate area under those holdings depending on rainfed 
agriculture is of the order of 77 million ha. 

(Paragraph 9*47 ) 
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10. 32+. Nearly one-half of the total unirrigated holdings of the 
coiaitry lie in the Eastern region ( Assam, Wes.t Bengal, Orissa, 
Bihar and eastern parts of Uttar Pradesh and j adhya Pradesh). Th 
average size of the holding is in the range of 1.7 ha. (Orissa) 
to 0.86 ha. (Uttar Pradesh),. Rice is the dominant crop of 
rainfed agriculture in the region but yields (in conparison with 
irrigated area) are strikingly low. Moreover, cultivation is 
exposed to the recurring hazards of floods and drought. (Of the 
23 million ha. of area under rainfed rice in the- country, this 
region alone accounts for 20 million ha. ) 

(Table 9-13 ) 

10. 3^* The other vest zone of wholly unirrigated holdings is in 
the western part of the country comprising the States of 
Rajasthan, Gujarat, Maharashtra and the adjoining areas in the 
States of Madhya Pradesh, Andhra Pradesh and Karnataka. Wholly 
unirrigated holdings in this region add up to some 17 million 
representing about two-fifths of the country’s total in this 
reg.,rd. The average size of the holding ranges from ^.32+ ha. 
(Rajasthan) to 2.01 ha. (Andhra Pradesh). However, the meagre 
conditions of rainfall in this arid and semi-arid region 
permit only the cultivation of coarse grains such as jowar and 
bajra, which are marked by low and uncertain yields. The 
comparatively larger size of an average holding in this region 
does not confer any added income advantage. 

(Table 9-13 ) 

. . .11 





11 . . 


10.36, " Separate figures of operational holdings devoted to 
individual crops are not available . However , on the basis of 
some indirect estimation,, it; is found that there are some 7 
million operational holdings of a size of less than h- ha. 
cultivating jov/ar and 3 bajra in the country (essentially in the 
v/estern region) and these constitute 72 per cent of the total 
number of holdings (9-7 million) cultivating these crops . Howevei , 
the area under the holdings that ai^e below 2+ ha . in size , constituxes 
only 2f per cent of the total area under jowar and bajra resulting 
in an avera.ge size of only 1.2 ha. per holding for 7 million 
holdings. In consrast, 2.7 million holdings of a size of 4- ha .■ 

and above command 72 per cent of the total area under jov/ar and 
bajra in the country. In terms of levels of agricultural 
income, the vast nuirber of holdings cultivating jowar arid bajra 
under arid and semi-arid conditions, with an average size of 
holding of 1.2 ha. appear to be the raost adversely placed. 

(Paragraph 8.38 ) 

10.37. Holdings below 4-. 0 ha. account for largest- part of tee oroa 
under rice cultivation, in most of the states, except I'ladhya 
Pradesh, Punjab, Haryana and Rajasthan. In Madhya Pradesh- which 
ranks fourth, in the countrj^ in terms of rice area 64- per cent of the 
area under rice is in holdings abovto 4-.0 hectares. On the other 
hand in the States of Uttar Pradesh, West Bengal, TainLl Nidu 

and Assam . 72+ to So per cent of the area under rice cultivation 


is in holdings below 'x hectares 


(Paragraph 9. >85) 


10.38. Unlike rice, bulk of the wheat area is in holdingc 
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AGRARI AH STRUGTORE 


The question arisess how to increase the agricultural 
production. The total area of land in the country is 
fixed and cannot be changed or increased by any efforts 
man may make . Its productivity, however, depends greatly 
on the manner it is held and operated or the kind of agra- 
rian structure it may have— whether an independent 
peasantry, cooperative or collective farms, huge state 
or private farms? Our agrarian organisation (in fact, 
the entire economy) can possibly have only four aims; 

a) I-fexirauffi production of wealth or eradication of 
poverty. With that end in view (along v;ith a transforma- 
tion in our social and economic attitudes), India requires 
a system of agriculture which v/ill produce or help produce 
more and more food and raw materials as time passes; 

b) lRrovision of full eraplosnuent . Aithoogh the 
ultimate aim is to have fewer and still fewer men working 
on the soil so that more and more workers are released 
from agriculture for absorption in production of industrial 
goods ani services that a civilized society needs, as 

long as there are millions upon millions of unemployed 
and under-employed persons in the country waiting for 
emplosnnent or full employment, we need to have an agrarian 
system which, compared to all others, provides the 
largest employment possible per acre; 


c) Equitable distribution of wealth or avoidance of 
uniue disparities in incomes. With that end in view, 
ceilings will have to be imposed on present possessions an 

- nf> i«nd‘ if possible a floor will also 

future acquisitions of lana. i p 

have to laid down; and 

d) promotion of toe way of life we have chosen for oor- 
salves, in other words, emergence and strengthening of 
democratic trehis. This will require that every cultivator - 
is made the proprietor of the land he holds, which means 
that no threat of ejectment will keep hanging over his head 

any longer. 

It is contended that an independent peasantry owning 
the small holdings it possesses, linked together by service 
cooperatives, will fulfil all the four aims above. 

‘’Unless those who work the land own it, or are at least 
secure on the land as tenants,” says Mr. W.A. Ledejinsky, 

”a leading internationally authority of land reforms ani 
agriculture and a World Bank Consultant, with experience 
in Japan, Formosa and South Vietnam, ’’all the rest is lively 
to be XiTTit in water. And this is the most difficult step 
to achieve. It is relatively easy' to use science to increase 
production, but only if the cultivator’s relationship to the 
land and the state’s treatment of him and of agriculture 
create incentives to invest, to improve the land and to 
raise productivity.” 


I 
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Farm tenancy, therefore, needs to be replaced by 
^ peasant proprietorship which means that landlordism has 

to be abolished, lock, stock and barrel. Every cultivator 
of the soil, irrespecti-ye of his status under the existing 
■ ■ law, has to be given pei'manent rights and brought into 

direct relationship with the state. Mo intermediary or 
u, landlord should be permitted to resume land from tenants 

for self-cultivation, and no farmer to lease out his land 
unless he is a member of the armed force of the Union, 
suffers from an unsound mind or is physically handicapped 
from carrying on cultivation. 

, If Communism, whether of the moderate or extreme 

I-:; ' ■■■; 

I variety, has raised its head in Kerala, Andhra, West 

I’-- ■ 

Bengal or Bihar and violence and discontent stalk in 
many a part of the country, it is largely due to a breach 
between the profession and the practice of Congress leader- 
ship, in regard to abolition of landlordism. Perhaps, there- 

’■ , „,is no sphere where the gulf between official policy and 

performance has been as wide as in the case of land reforms. 
'I,. Sub-tenants and those who were genuine tenants but, owing 

jllj,. to the rapacity of the landlord and the patwarl or village 

record-keeper, were recorded as trespassers, were thrown 
out summarily all over the country, except in Uttar 
Pradesh where they were granted permanent' rights . Further, 
bataidars or share-croppers and non-occupancy tenants 



Sir or kiaud-kasht (self -cultivated) lands of the Zc..ri 
dar have, perhaps , not been recognised as tenants in any 
other state except, again, in Uttar Pradesh and were still 
liable to ejectment at the landlord’s pleasure as before. 
Not only thabs in most of the States innumerable persons 
who were recognised under the law as genuine tenants 
during the days of the British, were ejected in the name 
of the sacred right of the landlord, to resume land for 
his own cultivation. For example, in Ifeharashtra alone, 
in the decade following the first tenancy reforms in 
19^8, land-owners resumed 1.7 million acres for personal 
cultivation and two out of every three ’’protected” 
tenants lost their lands. 

In fact» only in Uttar Pradesh has a well-thought 
out cctTjrahenslve; legislation been enacted and effectively 
implemented. There, millions of tenants and sub-tenants 
were made owrers and hundreds of thousands who had been 
evicted, were restored in their rights”. 


Mr. Lade jins ky concluded; 



arrived still-born in India, but in Uttar Pradesh it went 
hard-in-hand with enforcement and. Important attainments . 
The lesson to be drawn from this is but one; it can be , 
done when\-bh8re:::;isf-u:-Mli'j-bo^::dbf 
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A study undertaken by CTOvernment of India in 1 969 into 
the “Causes and Nature of the Current Agrarian Tensions'’ and 
discontent in certain parts of the country reached the 
same c onclus ions \diic h we re reinf ore ed b y a V/orld B ank 
rep or t p re se nt ed a t a me e ti ng of t he Ai d-India C ons 0 rt ium 
held in,-Paris on June 17-18, 1971. 


According to the World Bank report; 

Legislation has yet to be enacted for the aboli- 
tion of some of the intermediary tenures and interests 
in Assam Tele ngana (Andhra), Himachal Pradesh, Jammu 
and Kashmir, Punjab and Tamil Nadu. Tenants and share- 
croppers in Andhra, Bihar, Saurashtra and Tamil Nadu 
continue to be insecure. In Haryana and Punjab, 
security of tenants, is subject to a continuing right 
of resumption by the landlord. There are widespread 
circumvention of. laws meant to prevent eviction; 

And 

The statutory rent, or share of the crop payable 
to the landlord is on the high side in Andhra, Haryana, 
Punjab Jammu and Kashmir (in respect of small holders) 
and Tamil Nadu. 


The World Bank report suggest at least four steps to 
be taken: First, preparation of record of tenancies; second, 
fixation of cash rents as a multiple of land revenues; 
third, abolition of right of resumption by landlords for 
personal cultivation or permitting it only in exceptional 
cases; and fourth, regulation of surrenders by the tenants. 
Otherwise, the report said, ”the time is fast approaching 
when rural poverty problems cannot be evaded, in part, 
because of the strain they impose upon the country's 
stability.” 
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To quote VJJ Spillmans ''The greatest profit from the 
business as a vtiole involves the greatest profit per unit 
of the limiti.!ig factor. Thus, if land, be the liiniting 
factor, the aim should be to make the largest profit per 
acre. If labour liirats the business, the aim should be the 
largest possible profit per unit of labour. Similarly, if 
the limiting factor be materials, the aim should be the 
greatest profit per unit of materials" (vide The Law of 
Diminishing Returns, p. *+3). 

The area of land that is available for production in 
our country today is, for all practical purposes, fixed; 
there is little possibility of extension of agriculture 
by reclamation and colonization. In other words, land 
is relatively scarce and constitutes the limiting factor. 

On the other hand, because of our large and increasing 
population, the supply of labour is unlimited. That part 
of Capital which mostly provides traction power today, viz., 
draught cattle, is also, by no means, scarce. In any case, 
it Can be replaced by improved implements or small machinery 
without much difficulty. 

Our agrarian organization has, therefore, o.f necessity, 
to be such as would lend itself to the maJimum exploitation 
of land, that is, as will give us maximum yield per acre 
even though it may not be consistent with the maximum 
exploitation of labour ani capital 


economy where we have to apply to land more or increasing 
number of units of labour or capital, or of both in 
order that the fullest use may be made of the former, or, 
v/hich is the same thing, bigger yields realized per acre, 
alone will suit us. 

Land being the limiting factor in. our conditions, our 
aim must be obviously, not the highest possible production 
per man or agricultural wforker, but the highest possible 
production per acre. That is T\rhat will give us the larg- 
est total for India as a whole and thus eradicate poverty 
or want of wealth in the absolute. 

On the other hand, in countries like the USA, Canada, 
Australia sr New Zealand vdiere land is not a limiting 
factor and labour is relatively scare, it may be in the 
national interest to obtain the maximum output per worker 
rather than maximum yield per acre. Such countries can 
afford to have an economy which may be wasteful of land. 

Statistics after statistics from all over the world 
as also Farm Management studies conducted under the 
auspices of the Ministry of Agriculture, Government of 
India, go to prove that although in sheer theory, size 
of the farm is irrelevant to production per acre, that 
is, a large farm should produce as much per acre as a 
small farm (not more, as there are no economics of 



In other words, an 



scale in agriculttire ) , yet, agriciUture being a life pro- 
cess, in actual practice, under given conditions, yields par 
acre decline as the size of farm increases (in other words, 
as the application of human labour and supervision per 
acre decreases). Many a pub:|.ic man and administrator in 
India, therefore, who \<?ere formerly enamoured of the large 
farm, have during the last 25 years or so, reluctantly 
come round to the view that, acre to acre, a small farm 
produces more than a large farm. 


Given below is a Table taken from Dr, Elmer Pendells* 
Population in the Loose (New Year, 1952) 



contd 
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ILLUSTRjaiON OF THE LM OF DIMINISHING RETURNS 


HooOf men 
working the 

ic'iid 


land work- 
ed by the- 
total num- 
ber of men 


Total pro- 
duction of 
the. hundred " 
acres in equi- 
valents of 
bushslsof 
grairu, 


Production 
in bushels 
of grain 
attributable 
to the m’an’ 
in the series - 
o is now con- 
sidered for the 


Ikvera^ 
produc- 
tion pe3 
man in 
bushels 


Productlc 
per acre : 
in bushel 


i". 



lo 

100 

200 

200 

200.00 

2o 00 


100 

500 

300 

260„00 

5, 00 


100 

900 

400 

300,00 

9.00 

4^ 

ioo . 

1,250 

350 

312,50 

12o50 


100 

1,540 

290 

308.00 

15,40 

6, 

100 

1,780 

240 

296,67 

17„80 


100 

1,^0 

200 

282,8 5' 

19,, 80 

8# 

100 

2,150 

170 

268,75 

21,. 50 

9. 

100 

2,300 

150 

255,55 

23,00 

10, 

100 

2,440 

140 

2445 00 

24,40 

11, 

ioo 

2,575 

135 

234^09 


12, 

100 

2;705 

130 

225. 4a : : 

27oQ6 

13, 

100 

2,830 

125 

217,69 

•^:,30. 

141 

100 

2,950 

120 

210. 71 

29c 50 

1 5, 

100 

3,067 

■ 117' 

204, 47 

30,67 

16, 

100 

3jl8l 

. 114 

IS^oSl 

31,81 

17, 

100 

3,292 

111 

i93o65 

32, 92 

18 • 

100 

3,400 

108 

188,88 

34,00 
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Cle.rly, there le less prsductlon par man if more than 
four men work the 100 acres. The more the wortters tho 
lass is their per capita production. Dr. Elmer Pendei.1 
says that ha chose soil which was not vary good and where 
the farmers had only a little help from tools. Mor would 
tools make a difference to per capita production, at least, 
when as many as l8 men have to support themselves on a 
hundred acres. For, lass the ground a man has, less the 
advantage he has in the use of farming equipment. 

John losslng Buck, in land gtillzatlon in Chi j a ., a 
book published in 1S37 by the Dnlverslty of Chicago Press 
reported the results of an eiitensive study of Chinese farms: 


Farm Men equiva- 
Group lents per 
■ 1 00 crop- 
acres 


Production on Chinese Farms 

Crop-acres production production per 

per man- per man-equi- acre in equi- 

equivalent valent in valents of 

equivalents ■ bushels ox 

of bushels grain 

of grains. : , 


Here we have a striking statistics showing of dimini- 
shing returns. It is something like our other table except 
that this one shows a condition at a subsistence level ana 
an arrival at an actually declining yield per acre . There 
is no scientific reason however why production per acre 
should go doim if the area of the farm decreases beyond 
2.6 acres. Pfey be, the diminutive size of his holding 
affects the psychology of the farmer. 

The above results are well-nigh universal: output per 
acre of investment is higher on small farms than on large 
farms. Thus, if a crowded, capital-scarce country like 
India has a choice between a single 100 - acre farm and 
forty 2.5 acre farms, the capital cost to the national- 
economy will be less if the country chooses the forty 
small farms . 

There is a second reason also in favour of the small 
farm. India is faced with the problem of unemployment. 
National interest, therefore, demands an agrarian economy 
which, while serving to extract the maximum out of uhe 
land that constitutes the limiting factor in our circums- 
tances, will provide the optimum of employment for the 
rural folk. 

Largely because of diseconomies of management ard 
difficulty in supervision of a large nuriser of hired 




■workers, large holdings attract the use of large machines, » - 

r tiius 4 jLsp 3 _acing" labour , whereas small holdings linit the 
use of the machines, thus employing more human labour. As ' 

statistics would shovj, the number of workers employed per I; 

iOO acres to regions ; or countries where small holdings pre-- : - ^ 
dominate, is greather than that employed in countries , 

where large holdings form a large percentage. For example, _ : 

' , ' b ■ ■ ■' ■/■‘''■I o' pS'-b'l' 'b' 

Japan, Taiwan and South Korea with an average holding of r 

2.92, 3 « 1 *+ and 5*12 acres, carry a population per 100 tb ; , 

acres (of arable land and land under permanent crops) of b}.: ' 

87 } 79 and 89 workers respectively. Whereas the corres- fvl' 

ponding figures for the USA, Mexico ani Brazil stand at g 

302.65, 305*93 and 178.95 acres and ,112 and 17 v/orkers . b,. . 

respectively*, b '' : ■ y , ■ ^ 

Lastly, a system of agriculture based on small enter- 
prises toere the worker himself is the owner of the land 
under his plough, will foster democracy. For, it creates 
a population of independent outlook and action in the social 
and political fields. The peasant is an incorrigible cv , : 4 

individualist; his avocation, season is and season out, 

Can be carried on with a pair of bullocks or a small 

machine in the solitude of Mature without the necessity ||l ^ 

of having to give orders to, or, take orders from anybody. 

That is why the peasant class everyvrhere is the only 

class . which,:l.s.. j^y^l3r les’ervdtipnsl't:':'"''"i'blb3^^ 

t , *;llDlPnoduc:ii;pn::;|ear)::B;ool^iill6bini“l^8to^ 


Further, the syetem of family-sized farms or peasant pro- 
prietorship ensures stability because the operator or the 
peasant has a stake in his farm and would lose by insta- 
bility. 

So that a system of peasant proprietorship not only 
produces more wealth, provides more einployment aKi 
removes glaring disparities from 'land but will also prove 
the most secure base of- democracy. The liberty of the 
worker - a condition precedent to successful functioning 
of democracy - va,ries inversely with the size of the under- 
taking in or upon v/hich he is employed. 

Such is the land tenure or agrarian structure that 
our natural endowment and the kind of society that v/e 
hope to develop viz., democracy, dictate. Yet, obsessed 
with the seeming advantages of large-scale farming adum- 
brated in the Marxist literature, Communists and their 
fellow-travellers in our country, who do not know much 
about the village or the farner, are often heard equating 
land reforms with Cooperative farming under which peasants 
will pool their individual land-holdings in order to form 
or produce a large farm which ■will be worked jointly by 
them all. Such a farm wil3? necessarily be operated by 
large machinery. These well-wishers of the peasantry 
and the country believe that the use of large machinery 
will, by itself, increase per acre production in some 



COMPARATIVE LEVELS' OF AmiCULTO RAL 
OUTPUT AKD PRODUCTIVITY In 19 ^^ 


SOURCES Angus Maddison, Economic Progress in Japan and 
USSR George Allen and Unwin Ltd. London’, 1969, 


Agriculture production being a biological process, 
there are no economies of time and scale in agriculture. 
Plants occupy the same space to gro'w arri take the same 
time to mature, on a small farm as on a large one. Uor is 
there any scientific method technology which can be used 
on a large farm, and not on a small one. Enlargement of 
the size of an undertaking, therefore, does not lead to 
increased production in 


agriciature , as it does or may 
do in some .brancaes of industry • On the contrary, inasmuch 
as incentives in a joint undertaking are weakened joint 


mysterious way, and woiuld not pause to think or ^Tg 

instead of adjusting agricultural machinery and its utili- 
sation to the given size of the holding, which, in India, 
as in many other countries is small, they have decidv,.! 
adjust the Size of the holding itself to the requirements 
of the large machine by establishing large joint farms. 

Had large machinery by itself contributed to agricul 
tural production, the yield per unit of land in the United 
States of America and the Union of Soviet Socialist Repuolxc, 
where the chief means employed in working a farm is the 
use of large machinery, would have been greater than in 
western Europe and Japan where much less machinery is usaa . 
But we find from the following table that the reverse is ohe 
case. Although an average land-holding per cultivating 
family in Japan is the smallest of these countries, viz., 3 
acres or so, it will be seen that its output pier unit of 
land is four times higher than in the U..K., ten times higher 
than in the USA and sixteen times higher than in the USSR. 
That the production per unit of labour in France, the UK, 
and the Unit'^ States is several times higher than in Japan, 
is irrelevent . Mechanisation of farming operations does 
improve considerably the yield per unit of labour, but 
it does not increase the jrield per unit of land - and it is 
this that matters in India more than an3rthing else. 


COUNTRY 

Gross value 
added in 
agriculture 

: Gross Value 
added per 
person enga- 
ged in agri- 
culture 

Gross value 
added per 
male person 
engaged in 
agriculture 

Gross value 
added in per 
hectare of 
arable land 

1 

2' 

■ : - 3 

; 4 ' : 

;5 


0 Ml lion a 
US prices 

,t ' 

^ at U 

.S. prices 

France 

5,000 

1,573 

2,334 

154 

Germany 

(FR ) 2 ,482 

837 

1,821 

160 

Italy 

4,297 

867 

1,268 

203 

Japan 

5,468 

451 

948 

523 

U.K. 

2,849 

3,223 

3 ,686 

132 

U.S.A. 

23,587 

5,429 

6,678 

50 




farm will lead to decrease in production. 

AS for a large cooperative farm human nature being 
what it is, even brothers born of the same mother usually 
separate from one another after the head of the family has 
been removed by death or other causa. In the circumstances 
it is utopian to expect that an average householder will, 
all of a sudden, identify his interests with the interests 
of those hundreds of persons in the village or neighbour- 
hood who were total strangers to his life hitherto. A 
co-operative farm brings together indiscriminately under 
its banner person vri.th no long-established ties of, kinship 
or social level - Hindue and Muslim, Brahmin and Harijan - 
owner, tenant and labourer, an agriculturist and a non- 
agriculturist. Were a man to reach the. heights wherefrom 
he could see his oiA/n goexi in the good of every other human 
being, he will cease to be a householder that very day. 

The ties of family language, religions and country would 
no longer have any meaning for him. In such ideal condi- 
tions planning v/ill not be necessary. Economic laws will 
become infructuous and, indeed, even government will 
itself become a costly luxury. The mother is able to nurse 
and nourish her child because she is selfish, because in 
the child she sees her own image. Did every other child 
in the village, or in this wide, wide world occupy the 
same position in her eyes as her own, she might as well 
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turn a Sanyasini . In our enthusiasm for a millennium right 
nov.- in our own lives, 3 must not for c. -t that man is not 
entirely a rational being. He is governed more by heart 
than by mind and the heart has not yet made (whether it ever 
will make, being doubtful) the same advance as the mind 
which has narrowed dowm physical space and made the world 
a smaller place than it v/as in the days of our forefathers. 
Scientific progress or progress in control of the outer 
world has not resulted in greater control of the inner world 
of the self, vdthout v/hich a large joint economic undertak- 
ing cannot be run smoothly or successfully. Man remains as 
selfish or greedy, proud or jelous, and airbitious as in the 
days of the I%habharat, in fact, as ever he was. 

The q’jestion crlsess What should be the size or arrange 
a small farm that a raan may be allov/ed to possesss In sheer 
theory as also in justice, possession or distribution of 
land in any country should be governed by the principle .that 
none is allowed to hold an areas of land which, under 'its 
particular technique of farming, is beyond the capacity 
of an average man or worker to manage, and none possesses 
less than an area below which, how-so-m.uch labour may be 
applied to it, land will not produce more per acre. In 
other words, the upper limit of the farm shall be governed by 
the working capacity of one worker or one unit of manpower 
and the lower limit by the productive capacity of one unit 



of land. Statistics taken from the two tables quored in 
previous pages, would indicate that under conaitions of 
non-mechanioed farming or farming by manual and animal 
labour - and this is the orO-y type of farming that we 
need to consider in our country - as .more and more men 
work a given land area, that is, as area per man decreases, 
production per acre increases with such great strides that 
production par man also increases, till land per man is 
reduced to a point botv;een 33*3 and 25 acres, to be exact, 
to an area of 27*5 acres. It is at this stage or acreage 
that the "Law of Diminishing Returns" per man begins to 
operate. Below 27»5 acres, production per man begins to 
fall off as the area decreases although production per 
acre continues to incwr-ease till land par man is reduced 
to a point between 2 ^ and 2.1 acres, say , 2.5 acres. So 
that, if the area a man possesses amounts to more than. 

27*5 acres, land is not fully utilized because of lack of 
sufficient labour and, if it amounts to less than 2.5 
acres per worker, labour is not fully employed because 
of lack of sufficient land. In between these two levels, 
the more land a man or an agricultural worker has, the 
better for him. as his total production id.ll rise with every 
acre added to the holding; the less land he has, the better 
for the country as the country’s total production will rise, 
with every acre taken away from the holding. 
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In our country, therefore, <a) where it is land that is 
the limiting factor , r ot labour; (b) - 'here the area of land 
a cultivating family (usually consisting of two workers) 
holds on the average today, amounts to a bare 7*0 acres or 
so; (c) where the rate of population growth is very high, viz., 
nearly 2.5 per cent per annum; and (d) where Indus trializatton 
or development of non-agriculture, is proceeding at such a 
slow pace that the land-man ratio of the farming population 
is going'down Isstead of going up - it is in the interest of 
the people that; 

(a) a ceiling on present possessions of land is imposed 
at a level not more than 27.5 acres per adult worker 
(including, of course, his wife and minor children, 
if any) and the area that- thus becomes available, 

is distributed to those who possess no land at all 
or possess le^is than 2.5 acres each; 

(b) a floor is laid at 2.5 acres, that is, the law 
relating to transfer and partition of land in 
future is so amended that area of land per worker 
is not reduced below 2.5 acres; and 

(c) future acquisitions of land are so regulated that, 
along with what he may be already possessing , the 
total area a man comes to hold, does not exceed a 
parti ciilar limit which may be fixed somewhere bet«.. 
ween the ceiling and the floor. 


Both the actual ceiling and the. floor may differ with 

the circumstances of a region concerned, for example, land; 
man ratio of its farming population and quality or produc- 
tivity of the soil. 

Inexhaustibility of land gives those directly engaged in 
working it, a feeling of security, which no other means of 
occupation can offer. Land never disillusions a man complete- 
ly; the hope of plenty in the future always remains, and is 
not infrequently realised. Understandably enough, therefore, 
there has been much clamour, rather scramble for ownership 
of land in the country,. 

Of the 67 .V per cent male workers engaged in directly 
working the land, only 4-6.35 par cent are cultivators, that 
is, enjoy rights of ov/nership or possession over the land; 
the rest, viz., 21, .05 per cent are agricultural labourers with 
no rights in land, proprietary or possessory. 

AS regards disparities in the area of land held by the 
cultivators inter se , we will refer the reader to the Report 
on Agricultural Census, Government of India, 1970-71 * He 
will find that while as many as 50.6 per cent of the cultiva- 
tors together held only 9.0 per cent of the land in 1970-71 
only 3.9 per cent the cultivators held as much as 3O.9 per 
cent . 
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Emphasising two of the arguments in favour of the 
small size of the farm, which have already been made in the 
previous page here , P .S . Appu, Joint Secre tary, Agricul- 
ture and Land Reforms Commissioner said in his report on 
Ceiling on Large Holdings submitted to Government of India 
in April, 1971 s. 

“There is a point of view that the fixing of a ceiling 
on agricultural holdings at low levels and the re- 
distribution of surplus land in countries of heavy 
population pressure and inadequate avenues of pro- 
ductive employment like India, is likely to lead to 
an increase in overall agricultural production and 
fiiLler utilization of the available man-power. The 
explanation for both these results is that the owners 
of big holdings generally depend on wage labour and, 
therefore, they v/ill employ labour only upto the 
point where the increase in outnut resulting from 
the employment of the last unit of labour is at least 
slightly above the wage level. Ho such consideration 
exists in the case of smaller holdings which are 
generally operated by family labour. There being no 
alternative sources of employment, family labour will 
continue to be employed, far beyond the point where 
. .output per unit of labour is equal to the ^-jage lev-el. 
In fact, as long as there is any hope of increased 



production, additional faniily labour will continue to 
be employed. Thus, the smallsr holdings will be cul- 
tivated more intensively leading to enhanced overall 
production. Simultaneously there is also fuller 
utilisation of the available man-power** . 

The assumption frequently made that there is a conflict 
betv/een the two goals of economic growth and social justice 
or greater economic equality, has no basis at least, in the 
sphere of agricultural production; rather aS we have already 
seen, they are in harmony. Greater equality in distribution 
of land would also lead to greater economic growth in the 
countryside . 

Besides Kerala, West Bengal and Andhra Pradesh, 
communism has raised its head in Bihar, and recently in 
Tamil Nadu also. The high percentage of agricultural 
labourers as compared with cultivators in these States, as 
evidenced by the figures below, explains this situation, 
at least, in part. So, a demand was raised by the have - 
nots an^ rightly conceded by the political leadership that 
land be redistributed. 


contd,. .next 
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TABLE; Showing Percentage of Agricultural 
^ to Cultivators 


States . 


Andhra Pradesh’ 

Assam 

Bihar ; 

Gujarat : . 

Haryana 

Kerala 

Madhya Pradesh 

Maharashtra/ 

Mysore 


Oriss; 


Punjab 
Rajasthan 
Tamil ' Nadu 
Uttar -Pradesh 
West,.B'Ongal 


Rarcehtaige i 


.72.93 

69.82 
..,33.66- 
31-62 
113.65 
. 33.82 

, 59.>1 

46.18 

47.52 

46 ,3 ^ 

' ' 11-55. 
69.33 . 

' 28.64, 

■ ' 73-00., 


Sources Paper I of 1V71 Census t-. Supplement. 


It', is. clear from the following table contained in the " 
lll-Iniia Report on .Agricultural Census, Government of India, 
1 97^''71' 'Table No . 9*15 page 4l that redistributio.n . of., land 
could be undertaken with advantage only i.n Andhra Pradesh,., 
Madhya Pradesh, liaha rashtr a, Rajasthan; Karnatate, Guja.rat:, 
Punjab- and 'Haryana?. ■ t -> , ''.' I-’ ' 




Uttar Pradesh 

16, 639 

; :22,2 

18,1®' 

11.2 

1,16 


'd; 

Bihar 

7,577 

10.7 

11,480 

7.0 

1.52 

k 


Andhra Pradesh 

5,420 

7.7 

13 ,®5 

8.4 

2.51 


'm 

Tamil Nadu 

5,314 

7,5 

7,709 


1.45 

4 


M adhy a Pr ade sh 

5,299 

7.5 

21,194 

13.1 

4.00 



Maharashtra 

951 

• 7.0 

21,179 

13.1 

4^ 28 



West Bengal 

4,216 

6.0 

5,062 

3ol 

l.,20 



Rajasthan 

3,727 

' 5, 3 : 

20,341 

12.5 

5.46 


d 

Karnataka ^ ^ 

4,551 

■ 5,0 

11,368 

7.0 

3.20 



■Orissa 

3,407 

■ 4.3 

6,449 

4o 0 

1.89 


11 . : 

■' Guj;arat : ^ 

2,433 

3,4 

10,000 

6 . 2 : 

4.11 


la,.' 

':':Ksrala : : 

2,305 

. : \ 3.3 

1,593 

1.0 

0.70 



Assam 

1,964 

2.8 

2,883 

1.3 : 

1.47 



-Pmjah^^ 

1,375 

2.0 

3,974 

2.4 

2.89 



Haryana 

1 913 

1.3 

3,447 

■ 2.1 

r>. 

* . n f ' ' 


16* 

Jammu & Kashmir 

979;. 

. . 1 , 4 .; 

916 

0.6 

0.94 


17* 

Himachal Pradesh 

609 

0.9 

i - m,;. 

0.6 

1.53 


18, 

Remaining States & 

U^ls 8l4 

1*2 

1,854 


2,28 











•All India 

70,493 

100,0 

1,62,124 

100,0 ■ 

2. 30 
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According to the Eeport of Agricultural Census , Govern- 
ment of India, 1970-71 , taking the country as a whole, 
with the ceiling - fixed at 10 ha. or 27 acres , about 8.67 
million hectares of 21.677 million acres of land would have 
become available for the landless even in 1970-71 * This is 
after an allowance had been 'made for 10 per cent of un- : 
i . culturable waste that was included in the large holdings , 

■ and for one-half 'of the holdings that escaped the axe because 
of ioint ownership, v/hile in fact, only a few lakhs of 
acres alone have actually been forthcoming despite so much 
shouting and crocodile tears that were indulged in. 

A# ■ ■■ ■; - 't . ■ ■ ' ■ ■ ; ' 

According to official figures, as on Jiily 9, 1976, 

7.397.500 acres of land was estimated to be surplus, 

20,25,600 acres was declared surplus and only 10,22,000 
acres was taken possession of by Government. Of this area, 

6.97.500 acres had been distributed amongst 3,57,000 
persons, of whom 1,62,000 belonged to scheduled castes or 
tribes v/ho got 1,97,900 acres in all. 

■# 

Whatever little utility or potentiality, the programme 
had, was compounded first, by the power structure of the 
' ruling party ao3 , second, by its ine’fficiency . Says wolf 

Ladejinsky in a report to the Planning Commission; 

"Not the least in the controversy about land ceilings, 
is the fact that the rich and well-to-do farm groups 


consels of the 



in India count Yery much in the inner 
Congress Party both in the centre and the States, 
specially on election day ... Though the number of 
those subject to the ceiling is small, their influence 
is widespread through the control of local seats of 

power and much else The so-called 'vote banks' 

are still controlled by them as illustrated by the 
fact in the Punjab Assembly v/here 45 out of the 64 
nEirbers are rated as big owners, in Haryana the res- 
pective number are 30 and 52, and in Madhya Pradesh 
96 out of 220 Congress legislators are reported to 
have landholdings in excess of the declared limit. ^ 

Many another State v/ould show roughly the same rela- 
tionship'*' . 

A task force set up by the Planning Commission in 1972 
under the Chairmanship of the land Reforms Commissioner, 

Mr. P.S. Appu, to make a critical asse'ssiiBnt of the exper- 
ience in land reform during the previous plan periods had 
arrived at the same conclusion when it warned the government 
that there could be no progress in land reforms in the 

absence of the requisite political will "(Report, 

:Mrch:4;:sf:9;7|fe::7::S^^ 

Second, the drum-beating about imposition of land 
ceilings as being the only solution of the problem of . the: 
rural poor and the rural landless, Congress leadership had 



farmers on 


been indulging in, since 1 950 put the large 

their guard. Much of the surplus land was transferred 

by them for considaration in favour of strangers or fic- 
titiously as benami in favour of relations of the large 

holders by the time the legislation was enacted and could be 

implemented. 

Any way, the belief that distribution of surplus land 
available on imposition of ceilings, was going to solve the 
problem of the Harijans, the landless or the marginal 
farmers and thus remove the poverty of the ruiral society to 
any appreciable degree, has proved a delusion. However, 
low the ceiling that might be fixed, the acreage that 
could be available for distribution, was too little to go 
around all those who may need it or even a substantial 
section of them. 

The ultimate so-ution of the economic problem not only 
of agricultural labourers but also of tens of millions of 
other poor or unemployed aid under-employed persons in the 
country will depend, by and large, or. development of non- 
agricultural resources - which will, in turn, depend mainly 
on increased agricultural production and a change in the 
mental attitudes of our people or a transformation oi the 
national psychology. Obsession with land re-distribution 
which could at best, buy some time, should not, therefore, 
be allowed to distract our attention from the real cure of 


the ailment anymore. 

India's ruling party and its policy--makers had been 
so mesmerised by the notion of land ceilings that the 
of land reform is almost exhausted by that one concept. 
Cooperative farming to which we will presently ref or, no 
longer holds the field- The reason for their being m 
love with re-distribution of lard is, perhaps, not far to 
seek. The slogan came handy to the ruling party for 
abusing the so-called 'kulaks' and advertising its concern 
for the 'have-nots'. 


The Janata Party and its government have now so to , 
create conditions that all those who are unemploA/ed and 
under-employed including agricultural labourers and the 
very small farmers (as also the educated unemployed) are 
attracted to cottage and small-scale industries ard other 
small-non-agricultural enterprises except \irhich there is 
decidedly no solution of malady at all. 

With co-operative or any other form of joint farming 
ruled out, there is only one neasure left in the sphere of 
agrarian organisation, viz., consolidation of land hold- 
ings, that n^ed to be considered, and implenEnted. We need 
not go into the details here; one can, however, say with- 
out fear of introduction that consolidation of scattered 
plots will had to efficient utilization of all the three 
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factors of production, viz. Land, Labour and Capital - 

Cons olidation) of holdings , hov/ever, solves the problem 
of scatteredness alone; : it is no answer to the problem of 
the marginal or uneconomic holding. With passing of . time 
and lack of non-agricultural occupations, uneconomiG 
holdings which are unable to find employment for an average- 
sized family or to keep it in bread and cloth, if not in 
reasonable comfort, are multiplying fast. 

It has already been pointed out that transformation 
of peasant proprietorship into, joint farming is an institu'-. 
tional change that will always and everywhere meet v/ith 
the peasant 's resistance. Also, it does not help increase 
agricultural production, reduce-unemployment or strengthen 
democratic behaviours. On the other hand, there are 
technical improvements or technical facilities i/hich the 
peasant will welcome; viz., irrigation water, manure, 
improved seeds, pesticides, ard better farming practices 
in general, that actually go to increase the production 
or income of a farmer, and can be as easily used or intro- 
duced on small farmsa as on big, Large-scale farming is 
not essential and peasant farming as such, offers no hind- 
rance to technical progress. 

All that we have to do, therefore, is to combine the 
incentive of individual land use and private , ownership of 
land with the advantages of large scale or a large farm. 


In our circumstances where holdings are small and will 
remain small - and, for the matter of that, in the circum- 
stances of most other countries - it is the principle of 
cooperation that offers the right solution. 

Cooperation is the closer union of otherwise indepen- 
dent units - merely coming together of different entities - 
for purposes of eliminating certain disadvantages attendant 
upon independent, isolated action. Its real mission is, 
first, to save the peasants from the disabilities entailed 
by the small size of their business and their lack of 
training in the ways of a commercial civilization and, 
second, to secure to them all the benefits and technical 
advantages of private property. Cooperation need not 
extend to the actual act of farming or production, that 
is, to those functions of farm management vjhich can properly 
be executed within the boundaries of a single small farm. 
Such functions should remain the object of the independent 
individual himself, were the members of a cooperative 
society or organisation to sacrifice their economic and 
individual independence, it would amount to a merger, not 
cooperation. 

Dr. G.B. Fay, Chairman of the Horace Plunkett 
Foundation, had said in 19^3, ^Northern Europe has proved 
to the hilt that the biggest degree of technical excellence 



is entirely compatible with family farming but only on two 
conditions; first, that the land unit is the special subject 
of state guardianship and, secondly, that individual family 
effort on the land is supplemented by group effort in 
purchase, processing and sale”.* 

AS a national policy, therefore, we have to confine 
ourselves to explain to the farmers the advantages that 
service cooperatives or pooling of financial resohrees and 
cooperation in all-non-farm activities will bring. Our aim 
must be the creation and maintenance of independent existenc 
individually worked but linked or bound together by the 
principle of cooperation, rejecting both economic anarchy 
(prevalent in our country today) and collectivism (that has 
been ushered in the USSR and Ihina) . It is such a system 
in Japan and Western Europe where the identity both of the 
farm and the former remains unimpaired, that has resulted in 
greater production per acre than where land ani, therefore, 
labour also have been pooled. As we have already seen, 
this system results in an agrarian organisation which serves 
to strengthen democracy, whereas a joint farm by whatever 
name it may be called, is advocated only by those who have 
despaired of the slow progress of democracy and doubt 
inHiether they will be able to approach and persuade the 
vast number of peasants involved. It is easier to manage 
hundreds of millions of farmers, after they have been herded' 
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into a fev/ thousand of cooperatives or joint enterprises. 
Much as they would like to copy communistic methods and 
programmes, owing to circumstances, beyond their control, 
they have to resort to democratic terminology in order 
to put a cloak on their intentions. 

Cooperatives will become successful as in Japan, 
Germany, U.K. and Scandinavian countries only if they 
spring up assa a result of an urge within the people them- 
selves - as an instrument of satisfaction or fulfilment 
of a common need of theirs. In no country of the world 
except India, cooperative movement is regarded as a fit 
subject or policy to be executed through a government 
departnent. Our political leaders and economic planners 
should realise that,- looking to the deficiencies of our 
human factor, genuine cooperatives will take decades to 
strike roots in our society. They would, therefore, 
do well to hasten slowly. 


contd . . . 
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Fbverty is another name for lack of goods, agricultural 
and non--a9ricultural, uhich. go to satisfy human wants that 
living creates. It is land that is the ultimate source of 
3,11 those goods ! i t produce s both food for direct consufT!pt~ 
ion by man and rau materials which uill lead to raanufacturB 
of non-agricultuTal goo dsj again, for ind|i;ict' or ultimate use 
by man. . 

In other words, in acJdition to providing food for the ^ 
entire population, agriculture has to provide continuous and 
increasing quantity of rau materials for feeding the uhoels of 
consumer industries , -e. g., textilos, oil-pressing, rice mills, 
sdQar, vanaspati rod tobacco manufacture etc. 

Similarly, forestry and animal husbandry make available 
Various kip.ds of materials like timber, gum, rosin, skin and 
hides etc., which form the base of innumerable industries. 

...Unfortunately, India uhich uas a net exporter of food 
till 1925 has oecome a net importer of food since the days of 
the Bongai Famine (l943). Uhile the average annual imports 
of food ever a period of 20 years ending 1 970 cost us R 3 . 207.3 
crores, those during the last five financial years, 1971-1 976, 
dost a much higher figure, viz. Rs. 289.2 crores. During all 
the, sc years, India has also rccoiued wheat from foreign 
countries in the form, of gift. During the perio.d 1 965-57, the 



1975 


urine 


aiTiounted to 4575,000 tonne 


ruled the country for a peri 


jf thirty years without a 


Valued a 


the gift came to 2,50,000 tonne 


thought an 


still thinks it could 


R3.37.8 crores. 

Not only -foods even rau materials obtainable from 
agriculture have had to be imported, for example, cotton which 
the raw materials for clothing-thc most essential 
sity of man next to food. Till 1971-72, the country was, 
nd nwov. the top buyer of long staple cotton in tne 


re is purchasinig power in the pockets of the farmers that 


demand for industrial or non-ayricultural good 


no so r VIC 


like education 


This purch 


will aris 


forms 


ing power will be derived from the sale agricultural products, 
whether inside the country or cutside it# Greater the surplus 


production available for sal 


, therefore, greater the purch 


world market. 

Surplus food stuffs and raw materials that a cicvele pini;j 
agriculture will make available, can also play a big role in 
earning foreign exchange, with which we can finance imports ui 
capital goods for industrial develo pment— capital goods which, 
under any kind of economy, oven an economy of Gandhiji*s 
conception, a country will necessarily have to have. 

Despite neglect of agriculture by the ruling party, 
even as of today (1 974-75), the value of exports of agricul- 
tural commodities (including products of fisheries, forestry 
and animal husbandry), both raw and processed, works out to 
full two-thirds of major exports, that is, 52 por cent out of 
79 per cent of the total exports. The value of minor exports, 
both agricultural and nan-agricultural, amounted to 21 per cent 


ing power available to the seller or the producer. Uhoro the 
purchasing power of the mass of the population cannot be 
increased, that is, where surpluses of food production above 
farmer’s consumption are not available, there cannot be any 
industrial growth. 


While a developing agriculture will furnish purchasing 
power to the masses with which to 'buy the manufactured goods 
and the services, it will also release workers from agricul- 
ture for transference to industrial and tertiary employments. 

With greater and still greater production per acre, consequent on 
on application of more and more capit.'^l and higher and still 
higher technology, fewer and still fewer persons will be roqui— 
red on the same area of land to produce the same quantity of 


in 1950-51 stood at 75,77 and 23 


ponding figure 


Further, since development of industries and sorvicos 


Further, industrial dovelopment also can come atout 
only as a result of ogricultural prosperity -or, at best, it 
can accompany the latter but can never precede it as, unfer 
tunatoly, the leadership of the political party which has 


required workers, owners of under-sired and uneconomic holdings 
will tend to migrote to new industrial areas in their own 
intercst—in order to find work with a higher inoomo— with the 
result that such holdings will ccaso to multiply and gradully 



Ngu) . Zg aland 


Netherlands 


Percentage 


SI. No.' 


LONG-TERW CHANGES IN THE SHARE- 
OF LABOUR FORCE IN THE PRITIARY 
OR AGRICULTURAL SECTOR 


Eountries 


Year 


50.5 
38.0 

11.6 

5.1 

4.2 


38.6 

25.4 

16.8 

10.2 

8.1 


12.3 

8.7 
4.5 

2.7 


24.5 

16.7 

10.9 

6.3 

4.3 


Uithout such relea.so of uorkors from agriculture and 
their transference to non-agricult ural occupations, there 
can be no economic development of the country or oradication 
of its poverty. The reasons are simple S Such goods that 
ncriculturc or primary sector produces, and can be used or 
consurnod in the raw form in which they aro produced, for 
oxamplo, fruits, milk and uator, are feu. Most of the products 
that tho primary sector or agriculture makes available, havo 
to bo processed by these engaged in the non—aQricultural 
(secondary and tertiary) sectors, before they can satisfy the 
needs of a civilized man. 

Obviously, therefore, larger the number of persons in 
a country snga^ed in the non-agricultural (socandary 
and tertiary) sectors of the economy, that is, in processim® 
of agricultural products, production of non-agricultural goods 
and provision of services, wealthier the country or higher 
the standard of living of its population. 

A study of statistics will lead to tho irresistible 
conclusion that in all the countries uhich are prosperous 
or economically advanced today, there has been over a 
considerable time past, an increasing shift of workers from 
agricultural to non-agricultural employments. So that the 
porcentaQo of agricultural employments. So that the percentage 
of agricultural workers has gradually • declined and continues 
to docline. 

The following table shows tho figures of the working 
force engaged in, India a, nd ■ fifteen -athBr,, so iTOte d , countries 
OVB r a long period! 


United States 


1880 
1900 
1950 
1 960 
1967 


Australia 


1881 
1 901 
1 947 
1 951 
1 966 


Great Britain 
(Ireland excluded 
thro ughout ) 


1881 
1 901 
1 951 
1 966 


Belgium 


1880 
1 900 
1 947 
1 951 
1967 


CountEies 


385 - 


Sl» No, 

1 0. 

13 . 

14. 

15. 

16. 


Source s 


Source 5 


Germany (FR ) 


Denmark 


Norway 


Japan 


Italy 


Suitzerland 


Suede n 


India 


Year 

CD 

a 

1950 

11.8 

1961 

6.5 

1965 

5 . 4 

1967 

4.9 

1 901 

42.4 

1940 

23.6 

1952 

19.9 

1960 

16.4 

1875 

48.8 

1900 

37.1 

1930 

34.0 

1960 

18.8 

1887 

67.0 

1950 

32.6 

1960 

18.9 

1965 

13.7 

1881 

45.8- 

1901 

48.9 

1951 

34.9 

1961 

23.2 

1067 

17.7 

1880 

32.7 

1 900 

27.0 

1 950 

15.4 

1 960 

10.4 

1 900 

42.8 

1 940 

27.1 

1950 

1 9.3 

1960 

12.8 

1 965 

9.4 

1881 

74.4 

1 901 

76.1 

1 951 

77.4 

1 961 

73.5 

1 971 

72.05 


(for countries 


except India) 


4 


For figures up to 1 952, Chapters II and II of the 
C£ i .. nd;i-t i, nns of Ecnnomic Prnprnpg (mny by 

Colin Clark, and after 1 952, ILO Year-Books of Labour 
Statistics, 1 961 , 1 966 and 1 968 and UN Statistical 
Year-Book 1 962. 

For year 1981 , 1 901 , 1951 , and 1961 Simon Kuznots! 
i he Economic Growth of Notions, Haruard University, . 
1971, and for the year ,1 971 . India 's Census Rennrt i 


iM 
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If uo want our country to develop, there are only two 
prescriptions? first, incror.se in agricuitur al productivity 
par acre and simultaneous reduction of the number of workers 
per acre 5 secondly, a transformation of cur national psychology 
in tho sense that Hindus, in particular, give up the belief 
that this uould is not a mere illusion and, as indivioucls 
(and also as a nation) wo devolop an urge to improve our 
economic condition and, to that and, our people loai^n to work 
longer, better and border. Here, ue are not concerned with 
this, tho second pro-condition of economic development, houever 

As desirod by Nehru, In ia does need industrialization 
or development of non-agricultural resources in order that the 
living standard of the people may be raised. It is, however, 
in the heavy industry first strategy he, adopted, in trying to 
ape the USSR, that lay his mistake which ruined the economy. 

The living standard will be r,nised,. as pointed out 
earlier, only to oxtent workers can be diverted from agricul- 
tural to non-agricultufal occupations and they will be so 
diverted only to the extent agrictlfltural production (surplus 
to the nqerls of tho producers) goes up. So that if . India has 
to Jive and progress there is no escape from agriculture. 

It uould be. wrong to conclude, houevor, that efforts 
simultaneously for industrialization in InLia should bo 

:)'disc 0 ^ ntln ue:d. ^ 8; : Agxie uit ure; ;;::ShU':plhU:ist r^y::pajO; 3 

complementary to each other* it is more a question of emphasis 

:,;and;\.;:priD:ri;ti:B;?’-«;i;3;p;'^p:;:;;fi:;p:;:;3:;p:::p 
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increaseci demand of the urban population and processing anu 
manufacturing industries for agricultural products, uithout 
which expansion in agricultural production uill not procesed 
beyond the point where the farmer has satisfied his immediatG 
felt needs. This increased demand for farm products from the 

industrial centres will increase the per capita income of the 


formers 


On the other handj howeverj it is an advancing 


anriculture alone which can supply food tor indLS vriax or 
other non-agricultural uorkers to ©at, raw material for 
industries to process, foreign exchange to purchase capii^al 
goods from abroad, an internal market for the products of 
industry, and iborkers to run the industries, transport, 
commorcG etc. 

There can be no doubt that it is shortfall in agricul“ 
tural production that has becomo the greatest constraint on 
further industridization or development of non*"agricuitural 
resources. Along with deficit financing, it has lod to a 
sharp increase in prices and shrinkage of the internal market, 
•P rn mo n-h.r^ H i}nrnQ“h the cities, orevoked a series of strikes 


39 ; _ 

Industrialization as also some of the political loaders 
of the country often ridicule the suggestion that, at least, 
in tho immediato present, emphasis should be concentrated on 
agricultural production, and industry releagated to a seconuary 
role, for, it is asked, how could agricultural production 
increase without a corresponding rise in industrial output? 

To irrigate the land, for example, we required reservoirs, 
canals and tube-wells which in their turn asked for cement, steel 
■ and power. 

Conceding inter-dependence of agri ultur@iand industry, 
the industrialist, in fact, almost the entire intelligontie of 
the country would give first priority to, or place more 
emphasis on industry, . It was a fallacy to hope, they argue, 
that production on the farms could grow without providing tho 
wherewithals which industry alone could create. 

It is this attitude which is at the root of Irn'ic’s 
economic ruin, 'dhile not agreeing with them in regard to tho 
priorities s one may not quarrel with the supporters of the 
present economic policy that industrialization will help raise 
productivity in agriculture by supplying consumer goods • 

Ce.g. clothes, shoes and books) to act as inducements for 
agricultural workers as also capital goods (e.g, working 
capital liko fertilizers and fixed capital like iron tools 
and diosol pumps) to act as inducements for land j, in a way. 

Also, a growing industry (and along with it, as a necossary 
concomitant, a growing commerce, transport and other services) 
will provide agriculture with an expanded market 'due to the 


All thisj houcjuGTj fioos not moan that industry is 
onually imrortnnt with ngriculturae. It is agriculture uhich 
plays the prininry role - the rolo of a precursor, tihile man 
can do uithjut industrial goods, he cannot do uithout food. 
Similarly, while agriculture can, in the ultimato analysis, 
dc without c heavy or capital Ouods industry, industry cannot 
do uithout agricultu.e at all. Uclls, reservoirs and canals 


can be built,, and had been built by our ancestors and by the 
British — - so also could tho cloth, shoes and books be 
manuf roctured — uiitbdut the aid of any cement, stool or power 
on nny uorthuhilc scale* Othcruise also, only a small propor- 
tion of these commodities is used in agriculture as com[..aree 
with industry. So far as inorganic fertilizers are concerned, 


well, organic manures or fertilizers and any day bettor than 
inorganic ones •“*“ only if they could be eollected and compo- 
sted as the Chineso have been doing for tho last forty 
centuries. 

Economic viability, uhether internal or external, 
cannot possibly bo achioved at the cost of agriculture. With 
this viability is linked up not only domestic political 
stability but also our international political stature. The 
mini -States on our frontiers, our traditional allies, arc 
leaving us looking clscwhora for help and protection because 
India is unable even to maintain itsolf and has to look 
around for fuod from abroad, despite the enormous food product' 



Right since, and dospite achievement of political 
independencu . iii •lii? che wuile has been a witness, to the 
strange sp.r.ctrcJo ds most highly industrialized nation, 

U,S.A„j feeding ' a ' predominantly . agricultural nation, India — 
a country where 75 per cent of the sown aroa is under food- 
grains and 7^ X (43.34 cultivators •:*\26i33 agricultural 

too ■ ■ P 

labourers) = 69jr67, that is, '52.25. per cent of the nation's 
working force is engaged exclusiuely in producing food. 

As time passGs, foi d will certainly play an increasingly 
important- role in international politics. There is a distinct 
possibility of food-oxporting countries using their experts as 
a political weapon against the importing countries. 

lo concludes if dlnriia has to live or make progress 
its loadors must assign priority NOT to agriculturo,'- 





Capital starvation of agriculture . 

As apart from the kind of agrarian structure a country , 

■ may choice an increase in agricultural production can be 
brought about if any one or more of the three factors of 
production, -viz., land, labour ard capital is increased or/ 

■and improvements are made in the method or iiBthods of utiliz- , 
ing these factors, that is, innovations are effected in the 
farming arts or techniques., \ ‘ 

AS far labour, it is a variable factor aid can certain].y 
be increased. But in most parts of the country our agricul- 
ture today is already labour surplus, that is, at the present 
levels of utilization it contains or disguises more labour 
than is necessary. VJhich means that the marginal produc- 
tivity of labour of a vast multitude in our villages tends 
to zero. Agricultural workers in these areas are surplus 
in the sense that their removal or transfer to non-agri- 
cultural output. Productivity in such areas would certainly 
increase if this labour could be fully utilised on the 
farms or in the village where it finds itself. This calls for 
a change in the present agricultural practices on techniques. 

AS the experience of the 'green revolution' recently showed 
us, there are certain techniques (other than mechanization) . 

which require more labour than is employed under present 
conditions. Besides eliminating under- employment in large . 
parts of the country-side, introduction of such techniques, 


- 


therefore, will serve to increase production. 

Remains the third factor of production, viz., capital. 

It is largely a production of human labour, set aside for and 
used in further production, or, in other words, a product 
of work Carried out in the past, which was not consumed. 

Like labour, it is a variable factor. Capital can practi- 
cally be increased indefinitely, provided, of course, that 
man is prepared to make the necessary sacrifice of not con- 
suming all the product of his labour immediately it is pro- 
duced. Means which aid or contribute to agricultural pro- 
duction, for example, draught animals, tools or machines 
and other equipment, seeds, water or sources of irrigation, 
manures or fertilisers and pesticides or insecticides, can 
all be classed as capital. 

So far as an innovation or improvem.ent in the techniques 
or art of farming is concerned, it may be defined as a new 
application' of either old or new knov/ledge to a production 
process,..- It aims at a better and still better combination 
of the three factors of production with a view to getting 
the most from the resources that may be available. 

Therefore, as has already been pointed out, if we seek 
economic development of the country, that is, want men to be 
released from agriculture, for diversion to industry, 
commerce, transport and other non-agricultural' occupations 




inasmacii as they will be released only, to the extent agri- 
cultural production goes up, with fewer and still lewer nen - 
on the soil, capital in lani will have to be invested in a 
far greater measure and technological improvements in agri 
culture effected at a far greater rate than we imagine, and 
have planned for. In other words, it can be stated as a rule 
of thumb that the degree of economic development of India 
turns on the extent of improvement in agricultural practices 
we are able to affect arri. the amount of capital we are able 
to invest in land. 

Next tOj or along with the need to invest more and more 
capital in irrigation and fertilisers, comes the need for 
research. The most decisive incentive to the farner can 
come only from research - increased production as a result 
of new and newer technology in seed, irrigation or water- 
management, application of fertilisers, etc. etc. 

Industrial production during an equivalent period mul- 
tiplied 3.6 times - the index rising from 5^.8 in 19^1 to 
200,8 in 1973 (1960 =)= 100 ), an annual rise of 12 per cent 
{simple). Not many industrial countries exceeded this pace. 
It ranged from 1.1 to 3*2 times the rates of expansion in 
BelgiiJm, Canada, France, Norway, Sweden, UK ani USA. 

But a's misfortune of the country would have it, whereas 


while in theory India’s planners . and political, leaders 


■ - ■ ■ 

oon=.ae that the creation; of an efficient agricultural 
aostem Is the Irflespensable precondition of economic deve- 
lopments, in practice they have neglected the land. Durxng 
the period, 1951-73 agricultural production went up by 
par cent, that is,' af this rate of 3-^ pst “s'"* 

' Though Government of India has constantly talked about 
topiprlorlty for agriculture and sets ambitious targets of 
production, public outlays allocated for agriculture in, our 
plans' are pitifully low ard private capital is offered ^ ^ 

little or no l-ncer*lvl, l 3 ustlfxe in 

saying that Indian agriculture Is deliberately starved of a 
capital : money has been available with the govei-^nl; for 
almost everything under the sun excepting for agriculture . 

Below is given a table showing actual Investrents made 
in the various plans at constant prices (1961-62) , It will 
s^iow that the amount of funds Invested durlr® the Third 

Plan (1961-66), an4 the,Fourth.Plan,(1969-7i^) despite a 

l-pse of eight years between the two Plans was virtually the 
same. The astronomical figures at current prices mentioned 
ih the official literature only tend to, if .actually 
■ intended mislead the unwary. 

P'P PPPP''P[P''PPP:\^P'''Pp:'PP:P-:P'/P'P?''PPy'P^^^^ ',bv I'liyb'.).:,!-),)!.?;.;')'' 



@g) = Excludes expenditure on Nutrition* ; 

Note s- Figures in parentheses represent the percentage share of thp 
reievent '‘Head” in the Total Plan Expenditiur-e ■ ^ the period. 
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It will be seen that there has been no change in the 
pattern of investlaent ‘since the Second Plan was launched in 
April 1956 though the country’s food situation has recently 
become ever critical than before . The allocations for agri- 
culture in the public sector x-zere reduced from 37*0 per cent 
in the First Plan to 17*3 psr cent in the Second Plan, and 
thereafter never rose beyond 23.*+ per cent. While those for 
organised industry ard mining were raised from *+.9 psr cent 
in' the First Plan. to 23.8 per cent in the Second Plan and 
thereafter did not fall below 23.7 Per cent. In the Fifth 
Plan as it \ras finally approved, agriculture was allotted 
19«8 per cent and organised industry and mining 2*+.0 per cent 

As an example of lack of appreciation of the needs of 
agriculture, it may be pointed out that, wiiile almost a 
fourth of the country’s land suffers from erosion, only a 
partly sum of Rs. 4-7.05 crorssj'in all, has been spent on 
soil conservation since 1951 till 1973- It must be remenfcor- 
ed that soil conservation is equally; if not more, important 
than soil utilization or raising of agricultural crops. 

The break-up of this, amount plan- wise is given below; 


hure on Soi l Conservation 
Rs. in crores ~ 

First plan 0.36 

Second Plan o no 

Third Plan 

iUinual Plans- ( 1966 - 69 ) . q’4>^ 

Fourth Plan ' 

„ Total "dfy'oS 

swros: Report of the National 5^ „ieh on on Agrloul- 
ture,Vol. V. p. 392 < 1976 ). Agricui 


-:50;- 

As the latest j while the outlay for'industry and 
minderals was raised .:*^rom 22*6 per cent in the Annual 
plan for 1974-75 to 275 psr cent in the annual- plan 
for 1975 - 76 , that for agriculture (incliding irrigation) 
was reduced fror^ 21 .1 per cqnt ^to 19*4 par cent. In the 
annual plan for 1976-77 the txTO figures stood at 27*82 
and 20.16 per cent respectively. So that in 1975-76, 
the allocation for industry was 4l .81 per cent higher 
than that for agriculture, and in 1976-77.) -38 psr cent - 
ratios x^rhich never obtained before. 

In order to arrive at a more precise ratio of allo- 
cations between agriculture and industry - between ■ 
the rural and urban areas - the total amount spent on 
power, education, medical relief, roads and transport, 
etc.-, will have to be added to,the''two sectors in the 
proportion in which these’ services are made available to 
them. No statistics relating to investments in those 
spheres, however, except-' power are available to us. The 
following table shows that in 197*+-75) oiHj 12.31 per 
cent of electric energy produced in the country was uti- 
lised by agriculture as compared with 65 .69 per cent 
that- was' utilised by industries; 

contd.. 



ex£?.v:rples of where our 
the country to. 


lithough steel production at the end of the fourth plan 
was about the saae as at the beginning - at least 3O cent 
belov; the existing capacity - still, if all would have gone 
well, the Planning Commission proposed to spend a staggering 
sum of Rs, 2800 crores during 197^~79 bo expand the existing 
steel plants or put up new ones . They earmarked a sum of 
Rs. crores, for instance, for «prelimnary work” on the 
Rs. 753 crores Vijayanagarara (Andhra Pradesh) project and 
Rs, 7 ^i -7 crores Visakhapatnam (Tamil Nadu) plant in the Fifth 
Plan. They knew that the two schemes could only produce 
high-cost steel and could have never have paid their x^y. 

In fact, they would have incurred a perpetual loss of at 
least Rs. 125' crores a year on completion, even if their 
Capacity was utilised cent per cent. 


More than the public sector investments, however, it 
is the private sector investments in agriculture that 
impinge on it much more directly. But as statistics will 
prove, the agricultural part of private sector investments 
which are still routed mostly through agriculturist money- 
lenders, cooperatives, professional money-lerd-ers , 



relatives, traders and conniiission agents, landlords, 
conmercial banks and others ~ exi^ressed as a percentage 
of the total private sector investments ~ tended dov/iiwams 
from 20.2$ in the Fourth Plan to ^9 .% in the Third plan 
and to ^7 .^fo in the Fourth plan. So that in private 
sector investments, too, agriculture gets a back seat. 
0\>ang to official policy, manufacturing industry receives 
a pampered treatment in both the sectors. 


Ifext to research or technological innovations, pre- 
servation of the farRBr‘s incentive is the most decisive 
pre-condition for increasing agricultural production. But 
here, too, that is, as in the matter of adequate financial 
outlays for agriculture, Government has failed miserably 
in assessing the realities of the situation. Its policy 
of supplying cheap food to the urban population and deficit 
areas has served to depress production rather than increase 
it 


: There is a wide-spread belief in urban and government 

quarters that fariiers should have no reason to complain if 
they receive for their produce a price that covers costs 
and brings a '’reasonable'* profit. This is the basis on 
which the Agricultural Prices Commission (iPC) operates 
when recommending prices for agricultural produce. The .. 
Instances, quoted above, of the reaction of wheat farmers 
to price changes show however, that what farriBrs take note 




of, is relative prices; and profit. If the cost plus 
forraula should yield "less profit in ’/heat than in other 
crops, then, like other prudent businessmen, the farmers 
would divert - as they are entitled to divert, the 
existing acreage under wheat to those under other crops. 

The argument is often advanced on behalf of government 
and also the town-dwellers that a higher price paid to the 
farmers, would lead to inflation. , 

But the Government's argument suffers from a common 
fallacy of confusing cause with effects higher food 
prices in themselves have been largely caused by rise in 
prices which in its turn, is the effect of disproportionate 
increase in money supply that government has pumped or 
continues to pump into the economy. 

It is submitted that, the times of scarcity, only 
a scheme providing for. (a) compulsory procurement of a 
part, on a graduated scale,. but in no case more than, say, 
60 per cent of the possible or estimated surplus produc- 
tion from comparatively large farmers alone, say, those 
who possess more then three hectares or 7*5 acres, at a 

parity price, leaving the balance with them and whatever 
the small farmers who are exempted, might be able to spare, 
to be ha'ndled by the trade, and (b) supply of food not to 
the entire population of urban areas, but only to such of 
them -Whose incomes fall below the national average or 
average of the particular State concerned, at rates which 
may, if jaecessary, be subsidized' by government, \*dll meet 
the ends of the situation.- 



■%SLCO 


I'lEGLECT OF THB VILLAGE Al'fl) AGRl CULTUREi 
ITS GAUGES 


The living starxiard or the per capita income of the 
rural sector as a whole, compared with the urban sector, has 
greatly deteriorated since 19^7- fhe gulf between the two is 
now far wider than what it was at the time when the foreigner 
left our shores . 

In this connection, however, the writer is handicapped 
by the fact that while the figures of rural and urban popu- 
lation are available as also those of incomes of the agri- 
cultural and non-agrlcultural sectors as a whole, figures of 
income of the non-agricultural section of the rural popula- 
tion (as also those of the agricultural section of the urban 
population) are not forthcoming. So, one will have to con- 
tent oneself with comparing the figures of agricultural and 
non-agricultural incomes as a whole. But this will serve 
ourpurpose fairly well. For, the agriculturists that is, the 
faruBrs and agricultural labourers together form the over- 
whelming percentage of the village and the income of the 
non- agriculturists composed of artisans and other servants 
of the village society are governed almost wholly by the 
agricultural income of the village. 

Using the annual figures of agricultural population 

projected on the basis of FAO figures for 19^0, 1960 and 
197O5 and the ESO (Central Statistical Organisation, Govt, 
of India) of income one arrives at the following table; 
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• ' :Further ^5 :asv C:Ost,.' 'of 1 4- paa.se per unit 

coasumed. in industry c,s a vj&ole arid that of 29*7^ paise 
per unit for agriculture on agreernent v; as recently entered 
into between the U.P* Government and the firm HI® of 

Birlas under which it iras to be' supplied 30 megawatts of 
energy at the cost of 10. 5 paise per unit. It will not be 
out of place to mentibn here that formerly the price charg 
ed from the Birlas since 1961 stood at 2 paise_ per unit 
only. Above it all, every cultivator who has put up a 
tube-well of his Town,'-has to pay 'RsviSO per H.P . per year 
whether he actually . receives any energy or not. This 
rushes the cost of energy to the farmer still' higher. 


The attitude of the goifernment towards the village is 


reflected in the discrimination it makes in provision 01, 
social amenities like health, housing, transport, power and, 
above ,;iLl, education available .to the urban and rural areas- 
discrirnination in investment in the human factor in the town 
and the village. Investment iri social amenities is, at least, 
as important as inputs like fertilizers and irrigation in^ 
agriculture. 1/^han the man behind the plough is not healthy 
or educated, he cannot make efficient use of these inputs. 


AS for supply of clean drinking water, on the eve of 
the Fifth Plan, while 87 per cent of the urban population 
had piped W9,ter supply, I.I6 la^^i villages with' a population 
of 61 millions did not have. the most elementary water supply 
system. In 90,000 villages out of these, there is no water 
Within a radius, of one mile, * ' ■ 


Education opens up the mind of a person as nothing 
else does. It is now generally recognised that education 
rather than being an effect of economic development , is a 
condition for it, and this' would also be true for the 
agricultural sector. But as in other spheres, an urban 
bias is noticeable iri education also. Rural areas of our 
country lack in educational facilities even of the primary 
and the secondary standard as compared to the urban areas. 
According to the census report of 1971, the figures of 
literacy for the rural 'and urban areas stood at 23.77 and 
72.79 per cent respectively. 


Not only are the villages starved of energy 
is discrimination in the cost of energy also charged from the 
farmers as compared to industries. To take the case of 
Uttar Pradeshi ''*'•* *■ 


ut there 


So far as higher technical education is concerned, a 
study of the socio-economic background of students in 


Year . 

Actual cost/ unit for 
industry (in paise) 

Actual cost/unit for 

agriculture 

(in raise) 

1970-71 

IO.6 

17*78 

1971-72 

10. 0 

16.68 

1 972-73 

11.8 

26 .77 

1973-77 

1 7 • 0 , 

29.77 





twelve collages and. institutions of professional training 
covering six professions , viz. , architecture , engineering , 
law, management, medicine and social work by Baldev R. 

Sharma, published in the February 28, 1 976 issue of the 
Economic and Political Weeldy, Bombay reaches the conclusion 
that ”in a country which is still predominantly rural, the 
representation of rural students in the selected , professions 
is to the extent of only 13 psn cent whereas those from urban 
areas are grossly over-represented*’; 

"''Background'' ' ' ' " " ' .Number' Per~cen t 

Village 218 13-08 

Town (less than 1 lakh) 268 l6.01 

City ( 1 lakh or more 11^9 69-24 

Not ascertained 2o ■ 1 .67 


Less than two per cent of the fathers of the students 
were in blue collar occupations; only 1i per cent were in 
agriculture; and just six per cent were doing clerical 
work, including salesman. Altogether, only one-fifth of 
the fathers were in these three categories of work. As 


were e 


ing supervisory and executive positions in industry and 
government or v;ere self-employed professionals . As many 
as 59 per cent of the fathers vjero senior government 
officers, businessmen or professionals. 
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In the main, hov/evor, neglect of agriculture (and, 
thoaefore, of tne vill- ge) is traceable to the urban origin 
or urban orientation of our ruling class. In fact, the 
ideology of a mjan is largely governed by his social origin- 
the home and surroundings in which he is born and grows up. 

Inasimich as political leadership of the countrj^ lives 
remote from the nature and needs of the village, economic 
policy made by It, is to a large extent made consciously or 
un-cons ciously for the town. Accordingltb Mr. Satish K, 
Arora, "over the decade of 1962-72, the 20 par cent of 
India that is urban, contributed slightly more than half of 
all Cabinet piinisters at the Centre;, and of these, almost 
two-thirds were from cities, with . over 10,00,000 population. 
The proportion of agriculturists has remained fairly con- 
stant at about 17 per cent."* 

Ministers from the tov.ms sitting in New Delhi could not 
possibly know/ how the villager’s mind works - hov/ the 
village society functions. So, ivhile they may have an 
intellectual sympathy for the rural folk, they have no 
personal knowledge or psychological appreciation of the 

* Background of the Indian Cabinet 

economic and Political Weeklv-, 

Special Number, August, 1972. ", 
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that is' Including both having agricul 


tural or, non-agricultu 


1 backgrounds 5 which means that 


a young man or urban origin 


ervices compared to his 


compeer from the villa 


c ompreti 


Subramaniam* concluded that a majority 


r cent or more) of them came from the urban salaried 


other hand , th 


farmers and agricultural labourers wer 


found to be 


ntral servic 


even mor 


than thi 


rtisans ana the industrial workers 


findings arc significant'^’ points out Baldev R. Sharma 


with central government servic 


operate under at least two polic 


constraints - one which 


for members of the 


conomi 


cally deprived Scheduled Castes and Scheduled Tribes and 


other which 


stablish democratic socialism In 


y, Subramaniam, ’’Social Background of - India’s Adminis- 
trators’’’ , New Delhi j Government of India, Publications 
Division, 1971* 


** Vide Economic and Political w* 
19 ^. ’ 


kLy, Bombay, Feb., 28 


needs, problems and handicaps of the farming community. 

The problem of land is a closed book to them. 

In the west the urban complexion of the political 
leadership or the administration is not very material in- 
asmuch as the rural sector forrfiS a vexT small Part of thei; 
economy and also because in some countries, e.g., the USA, 
they have laid down as unv;ritten rule that the Minister .-f 
Agriculture shall be a person who comes from the agricul- 
tural class. Further, famine is not a near threat there 
as it is in India. 

It vrould appear from an article mt.ten by Shri R.K. 
Trivedi and Dr. D.N. Rao in the journal of the National 
Academy of Administration, Mussoile, dated July, 1961 that 
only i 43 out of 1291 (or 12 per cent) IAS officers that 
there were in the country at the time , were born in th^^ 
home of an agriculturist. Passage of time has made littjc 
or no difference in recruitment to this cadre. In 197^7 
the percentage of griculturists recruited to IAS rose to 
14. There is no reason to suppose that the proportion is 
higher in other services either. 


According to a survey conducted by the Union Public 
Service Commission, only 90 out of a total of l69 suc’cessfu?. 
candidates for the IiS and IFS in 1975 j were from rural 



It is in this structure of the bureaucracy that one 
may largely look for unimaginative ness of government's 
schemes having to do with, or meant for welfare jParticu 
larly, of the rural masses and, even if the schemes are 
reali*stic, then, for their failure or half-hearted imple 


administr 


hey are called upon to adrainist 


sourc 


1 me osi' 


mentation 


surroundings 


s environmeni; 


There is a sinister development in this connection 
which the reader mil please do xvoll to note. New recruits 
to the higher ranks of services are drawn in an increasing 
proportion from the present bureaucracy itself. So that 
the new entrant to the . superior services is often the 
scion of a member of these very services. It has already 
been pointed out, only a few pages back, that profess ioirol 
students were typically sons and daughters of persons 
holding supervisory and executive positions in government 
or industry/of self-employed professionals ani business men^ 
Which means that the present bureaucracy is fast develop- 
ing into a hereditary caste, and the doors of the higher 
echelons of government employment are virtually closed to 
the sons of those who are outside the charmed circle 


nd relativ 


total of these things that determines a man's outlook on 


Education m: 


a man's outlook and opinion thus forned; it rather tends 


to confirm th 


Despite his genuine concern for the plight of the 
dumb millions in the country-side, Nehru accepted an 
industry - based model of economic growth recommended by 


foreign econouists. Unlike Chairman Mao Tse-Tung, he 
did not develop an independent approach to India's problems 
The explaination is not far to seeki unlike Chairman Mao, 


today, particularly the villager 


DoOoo 


Dute the ability or sincerity of 


rs or administrators ; coming from non 


agriculturist famili 
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Tiaere is certaiii'y no prospect that incomes and 
levels of livin;,; can be substantially improved, or even 
that deterioration in standards that threatens us if it 
has not actually set in, can be checked or reversed, in 
the long run, unless a much larger proportion of the 
labour force can be effectively employed outside agriculture 
that is, in the industry and service sectors of the 
economy. 


Man's wants other than food are so numerous and, so 
diverse that virtually no limit can be placed on use or 
consumption of manufactured goods and utilization of social 
services. T-Ior is there any seri:)us limiting factor in the 
industry and service sectors, analogous to the availability 
of land in agriculture which will impede the realization 
of increasing returns. There is, therefore, no limit to 
the amount of non- agricultural resources and number of 
opportunities that a country, and for the matter of that, 
India may need or choose to create and thus, no limit to 
the number of persons that can be employed in non-agricul- 
tural occupations. So that development of non- agricultural 
resources is necessary not only as a means of raising our 
standard of living but also as a source employment . 

The question is what kind of industrial pattern shall 



attainment of politi- 



we adopu or should have adopted on 
Cal' independence in 194 -'^ . ‘ 

iIob, thers are cwo points of jlew or schools of thought 
as to how we will or should have set about developing our 
economy - the one represented by Mahatma C-andhl, the Zeit- 
geist of India's Political awakening, and the other by his 

own -heir. Pt. Jawahar Lai iiehru, the first Prime Minister 

of free India# 

Prom the day ffehatna Gandhi entered the public life of 
India, he had been advocating the use and encouragement of 
cottage industries in the country. He said India lived in 
the villages, not in the cities of Delhi, Bonjoay or Oaloutta. 

. The villagers were poor because most of them were unler-employ- 
■ od or unemployed. They have to be given productive employ- 
ment - employment such as will add to the wealth of the 
nation, m the circumstances of the country which had such 
trast manpower ani comparatively lit tie land and other natural 
resources, he argued, it could only be cottage Industry 
which raauired little or nominal capital, that could provide 
the needed emioloyment and otherwise answer our needs best, 
not Capital-lnEaBBiye,: meohanlsed industry based on the 
Western model or ecbflomlo growth which would only add to 
employm.ent- and. conCentrato wealth i„ the ha^s of a few, and 
usher in capitalism with all Its, abuses. The Charkha 
or the spinning wheel *ieh is associated with his 



rex)resentative of all kinds of handicrafts 


I planned, as to destroy the villages and 
'crafts. In the state of the future 
serve the villages and their crafts, I 
e the socialist belief that centraliza- 
necessaries of life will conduce to 
"welfare, that is, when the centralised 
are planned and owned by the state. 


and cottage industry 


We shall here quote an interview xvhieh makes Gandhi 
Ji's attitude to machinery quite clear. 


Voicing his unqualified preference for decentralized 
production through small units, he once said: '’Instead of 
production by the fev/est possible hands through the aid o, 
highly complicated machinery at a particular centre, I 
would have individual production in people’s own homes 
multiplied by a million of times.” 


hru v;as, on th 


which he had in mind is best reflected in the speech h« 
made before the National Development Council in Januar- 


The clear principle that he would have liked India to 
follow, was that heavy or capital-intensive industry shall 
be established only for production of goods which could 
not be manufactured, and large~sclae mechanized projects 
undertaken only for purposes which could not be carried out 
by human labour on a small or cottage scale. 


His views are finally summed up as follows in hi 


own words 


* Why the Constructive Prograrmiie? Published b 
National Congress, llew Delhi, 1948, page 19 . 


In fact, iae was 


prepared to have heavy industry for 
manufacturing all kinds -of impleiients, instruments or 
machinery which did not deprive the masses of an opportunity 
to labour, but helped the individual ease his effort and 
added to his efficiency vri-thout making him its slave 
which helped '‘save individual labour and lighten the burden 
pf :;millions/^:of/:cottagcs:.‘v^ ; : 

These concessions in favour of heavy industry however, 
did not detract from the place which cottage industry helo. 
or continued to hold in Gandhi Ji*s scheme of ohlngs . B oi’ 
shortage of capital and redundance of labour, he argued, 
our economy will need to be carried on predominantly in the 
form of handicrafts or on a small scale dispersed over the 
^oountryside .f 'yh,; 



“In the meeting of the Standing Committee. ... greater 
stress was laid on the heavy machine -making industry being 
encouraged, as it was said to be the basis of industrial 
growth. If you do not do that, then naturally industrial : 

■grb^h;:’:lahdelayBd .i^'-jlT'here; : iSy ’pnp-;?;^ppGach:; whiehy^ 

times been put forward that you should build up your consumer * 

goods industries ani gradually save money thereby, and build 
up something else, thereby getting some more employment. ; 

That, I believe, from the point of view of planning, is a !■ 

discarded theory completely. Of course, it does some ; 


good here and there; I would not enter into the details 
but this approach is not a planned approach at all. If 
you want India to industrialize and to go ahead, as v/e 
must, as is essential, then you must industrialize and 
not putter about with old l,ittle factories producing hair 
oil and the like - it is totally immaterial what the 
things are, vjhether they are small or big consumer articles 
You must go to the root....a. 4 Xl. .the base and build up the 
structure of industrial growth. Therefore, it is the 
heavy industries that count; nothing else counts, except- 
ing . as a balancing factor, which is, of course, important. 
We want planning for heavy-machine -maiding industries and 
heavy industries, we want industries that v/ill make heavy 
machines and we should set about them as rapidly as possi- 
ble because it takes time'*. 

In April 19!;6 Government laid down by way of a formal 
resolution, known as the Industrial Policy R.esolution that 
in order to realise the objective of '*a socialistic pattern 
of society”, it is essential to accelerate the rate of 
economic growth and to speed up industrialisation and, 
in particular, to develop heavy industries and machine 
making industries, to expand the “public sector”, and to . 
build up a large and growing cooperative sector . This 
resolution was entoodied in the Second Five Year Plan. 


Jawahar Lai Ifehru made his position very clear in a 
speech delivered at the meeting of the ajil-India Congress 
Committee held in Chandigarh on September 28, 19^9, 

IJehru Said; 

“ The -primary thing about an integrated plan -was pro - 
duction and not employment, gmployment was important, but 
it v;as utterly unimportant in th e contestt of...produ_ct Mn. 

It followed production and not preceded production, And 

production would only go up by better techniques which 

meant modern methods^^* . 

In the long run — it v/as assumed, by Nehru and his 
advisers — the rate of industrialisation and the growth 
of national economy would depend on the increasing pro- 
duction of coal, electricity, iron and steel, heavy 
machinery, heavy chemicals, and the heavy industries 
generally \-jhieh would increase the capacity for capital 
formation. It is true, heavy industries required large 
amounts of capital and a long gestation period, but - the 
argument ran - without them India would continue importing 
not only producer goods, but even essential consumer goods 
which will hamper accumulation of capital within the country 
The heavy industries must, therefore, be expanded with all 
possible speed. That is xfny all the Five-Year Plans 
except the First, v/era based- on the premise that heavy 



industry was fundamental to rapid growth, that its 
3xr>ansion largely determined the pace at v;hich the economy 
rcould become self-reliant and self-generating anci that 
it would in turn, stimulate the growth of medium and 
small-scale industry, producing its components and 
utilizing irs pronucos, a.nd t hus ultimately prov ide a 
larger employment potentia l. The strategy governing 
planning in India was to industrialise the country at the 
earliest and that meant the basic heavy industries being 
given the first place. 

— ooOoo — 
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GOt'lDITIOIS FO R CAPITAL .INTEMSITO INDUSTRIES. 

W0M-3XISTEIIT 

The school of thought which was opposed to Nehru's 
views had pleaded that the western model of development 
which he v/anted to copy, required large capital investment 
per worker v;hich was, and is not practicable in India. 

The quantity and quality of land ard other natural 
resources being fixed with a growing population, income or ^ 

output per head will ordinarily rise only if the rate of 
growth of capital, or of improvements in technology, or of 
both combined, is not only greater, but far greater than 
the rate of growth in population — it being ass-omed that the 
working force is iM)ued.with a desire for material prosperity ,Jk 
and works hard to that end. 

So that it is the rate of saving or accumulation of 
capital, in other words, capital formation or the net rate 
of investment in the economy that is the primary deterimi- 
nant of economic growth. Saving is the difference betvreen 
income and expenditure and may be held in the form of cash 
or bank deposits. When these savings are invested, i.e. ‘ 

used to construct a building, a factory or develop a farm, 
we have capital formation. Theoretically, capital forma- 
tion may include additions to stocks. 

Of the two domestic sources of capital available, 
voluntary savings and taxes, we are here concerned only 



with the first 


it in a homely way, the difference 


with a dense agrarian economy, however, where incomes are 
low and levels of consumption are close to the subsistence 


e money 


population is spent on food and relatively primitive items 


of clothing and household nec 


savings is not easy to achieve. Private consumption in 
1973-7^ vra.s of the order of Rs. ^3,062 crores at current 
prices which amounted to 77 P^r cent of the gross national 
product, the food items alone accounting for 67 per cent 


on one hand, further incrsase are made to population, 
on the other — so that the supply of necessities must be 
constantly expanded. This leads to a situation which makes 


it hard to accumulate surplus or capital in any subs 


quantity 


The Planning Commission’s proje 


raent needed to generate one runee 's, worth of 


tra output 


have gone hopelessly away. The First Plan had assumed an 
incremental capital output ratio of 3 to 1 . Thanks mainly 


to excellent harvests and the cutting down of forests to 


under cultivation (the loss of timb 


never taken into 


course 



account), the actual ratio turned, out to be 1.88 to 1. i^or 
the second Plan the planners postulated a ratio o.f 2.3 to 
1 ai^ for the Third and Fourth Plan they expected it to be 
2.62 : 1 and 3.36 ; 1 respectively. All these projections 
turi'Bd out to be wildly optimistic. The actual ratios 
proved to be more than tv/ice as high during the Second, 

Third and Fourth Plans . 

Now, assuming that the capital-output ratio can be 
reduced to h-: 1 in the future, and the popifLation growth rate 
can be brought down from the present figure of 2.5 per cent 
per annum to 2 . 25 ? just to maintain the present standard of 
living we need to make an investment of ( 2.25 x ^ 1 - = 9»0 per 
cent of the national income annually. So that an increase of 
1 per cent of output per head will require an additional 
investment of (Rs. 9.0 +Rs4.0=) 13 .O per cent in all, and an 
increase of 2 per cent an investment of 17*0 per cent will 
take a period of 5l years to double our present standard of 
livingl Whereas the ratio of savings to national income 
Came to 5»0 per cent in 1950-51 ? 6.3 per cent in 1955-56, 

8.5 per cent in 196 O- 61 , 4-.1 per cent in 1965-66 and 4.8 
per cent in 1971-72. 

It. is this hard, irrefutable fact of low rate of savings 
arising out of the ratio between our huge population (with 
its potential growth), on the one hand, and natural resources, 
on the other, coupled with the disquality of our human 
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factor, that advocates of high capital-intensive enterprises 
or heavy industries have over-looked and makes them wrong 


and those of loiv capital-intensive. 


decentralised indus- 


tries, right. 


Leaving out the tiny territories like Ireland, Puerto 
Rico and Libyan Arab Republic , .v/ith a respective popula- 
tion in mid 1973, of 3030 , 2950 and 2119 thousand, there 
are, according to the World Bank Atlas, 1975? only twent}'’- 
two countries in the world having a per capita GNP of more 
than 0 2000 each. Wow, inasmuch as the percentage of 
the 'working force engaged in agriculture exceeds a quarter 
of the total in the USSR (32) and Poland ( 38 ) . They cannot 
qualify for inclusion in the category of economically deve- 
loped countries despite their sufficiently high Glff . 


Of the remaining twenty developed countries two, viz., 
Democratic Republic of Germany and Czechoslovakia, were 
parts of Germany only 30 years ago and had attained great 
economic progress before they were sucked into the Cornmunlst 
Camp. So that wo are left only with eighteen countries 
whose mode of economic development has to be studied. Of 
these, barring Israel and Switzerland, sixteen can be 
divided into two categories of eight each, the first, 
consisting of Wetharlands , Belgium, Japan, Germany, the 
United Kingdom or Britain, Italy, Denmark and France, viz., 




those countries which hah little or few natural resources 
elatiwe to population density, but hau grabbed colonies 
and dependencies, thus making up, for lack of resources at 


The second category consisted of Austria, Jiorway, 
Sxveden, the United States of America, Ifew Zealand, Fineland, 
Canada and Australia, that is, countiues which, had compara- 
tively high physical resources relative to population 
density (and, therefore, no need or excuse to seize other 
lands). Their ov/n resources not only produced, raw materials 
that fed the factories, but also food the quantities that 
left a surplus over rural requirements, to feed industrial 
workers and those engaged in capital formation. 


None of the other countries, including the USSR (with 
a per capita gross product of 2030 only), can be regarded 
as fully developed or economically advanced. All of theBi 
excepting Korea, Pakistan, Ceylon and India enjoy the 
advantage of a high land or natural resources; man ratio, 
yet, they have not been able to make the grade; they have 
not reached the height of living standard or per capita 
income justified by their natural resources. The main . 
reason lies ultimately in the disquality of their human 
factor as contrasted with the quality of the human factor 
in the developed countries (which, inter-alia .led to some 
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of them acquiring foreign territories) . There is yet 
another reason in the case of the USSR., viz., the release 
of workers from its agriculture is hampered because of low 
productivity of the collective farms into ’vhich the peasan- 
try was forced bjr the communists against its will. 


The four countries immediately mentioned above, suffer 
both from paucity of resources and disqualify of their 
people. Though not yet an advanced country, Korea, how- 
ever, has made good progress recently. 


^ ^ T^^ to India ivibh whose progress alone we are 

concerned, here; The opportunities that were able to the 
advanced countries like Netherlands and others (Included 
in the first category) mentioned above, are: not available 
to us. Ethics of the matter apart, there^ are no colonies 
or dependencies to exploit, any longer. We have arrived 
on the vjorld stage at a point of tin. when people and 
resources of other lands cannot possibly be exploited, 
even if we would. Also, , all. under-developed countries 
are tyring to make up the lee-way so that, soon, there v/ill 
be left few or no external markets to e.xploit or to buy 
our industrial goods. 

Perhaps, the v/estern path of development would hav'e 
been open to India if it had begun to industrialize in 
earnest a hundred years ago when the combined population 
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of the subcontinent was no more than 200 million, th^^ doatl 
rate was high and the rate of population growth less than 
half a per cent 'per year and industry itself was not, by 
today's standards, very, capital-intensive . But today it 
is decisively closed. We cannot spare or accumulate capita 
to the amount that heavy industry requires nor can heavy 
industry find employment for the huge population that Indi;: 
carries today. , ■ \ 

Obviously, the USSR does not offer an example which 
India could usefully initiatej in given circumstances, 
communism is far less efficient than capitalism in raising 
production. Nor is there any question of taking lessons 
from China either. If under the sign of communism, the 
USSR could not significantly raise the living standard 
of its people despite its vast resources, China with 
comparatively little resources could not possibly hope 
to do so. ilthough no reliable information is available, 
yet if it is a success story in comparison with India or 
its people are better fed and clothed than Indians, then, 
one of the reasons may be that it has taken more than a 
leaf from Gandhiji's teachings. Various reports from 
unimpeachable sources indicate that not only had Mao 
Tse-tung given first priority to agriculture since 1962, 
but had relied greatly on human, lab our , and decentralised 
labour-intensive enterprises in building his country 




than. on large-scale, mechanised pro.jects and industries. 

Thus, we arrive a- the irrefutabl.-; conclusion that 
Capital in a measure required for a capital-intensive 
structure in India could not be had, at least, rapidly 
through domestic, savings, vfnether under a democratic or 
communistic set-up. 

. There was a source of capital, hov/ever,.to which we 
could look for assistance, x^is., the international market. 
The justification for this course has thus been spelt out 
by Western economists, Ranger Nurste and Arthur Lowis 
among them; Poor countries are caught in a vicious circle. 
Because their incomes are low, savings were low; because 
savings were low, investment vas loi^; because investment 
was lov/, productivity was lov;-, because producbivit};" was lov;; 
incomes were low. So, India could not and, for that reason, 
no poor country could raise itself in 0 reasonable period, 
by its own bootstraps. The vicious circle, it was argued, 
in which the country finds itself caught, could not be 
broken — India’s substantial development could not proceed 
without massive foreign aid. 

Nehru fell in for these arguments despite the advice 
of many an economist and well-wisher of the country to the 
contrary. 


There was another course open, viz., as advised by 


qi o’jIv and- patisntljf 

, ^ 4 -^ ira the country sxo^^ixy <x>. t' 

the Mahatma, to buxia up _ 

fton. b.low Ob the strongth of Its own resources. 

-H= s,-.,Tt was bent upon establish 

„ehru woulu not liso.n. 

«nt of an Industrial structure on th. H- - 

■i ^ fhof oad he decided to go hammer 
and the US, SR. ana, to th.t oU , ^ tpchno.loo-y 

and tongs , both for foreign capital and foreign 

as also to divert all possible dor^stic resources 

+- fh-u cost of food, vjater, clothifu&, 
heavy industry even at thu coso o 

housing, education and health. 
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and Mixed Economy 

Being staun.ch believers in democracy as adianberated in 
^ the Ifl^stern literature and, at U'Me same time, fascinated by 
the goals of the, Russian Revolution, ai large section of Indian 
political leadership dreamt of a politico“econoDilc order 
under which not only nobody will be exploited by another, but 
• everybody will be afforded an opportunity of self-improvement 
a dream which provided both for democratic freedom -and ecoiicmic 
equality consistent with rapid economic growth. So, influenced 
largely- by Nehru, ■ they plumped for a compromise between 
socialism and -capitalism - a ‘mixed’ economy, in ‘which material 
resources of the nation would be owned and worked pal'tly by 
ii. the state and partly by pricata citizens, in other worgs, 
the private and the public sector would cb-eixst« 
is why, perhaps , big business ' men also can afford to believe in 
or even propound ’Socialism’ as a practical policy goal in India. 

At its Bhubaneshwar Session in Januarj^, 1964, the 
Congress party defined its objective as ’’sociaxist state based 
on parliamentary democracy”. 

As every public man in India knows, the hare of socialism 
was formally started at the Avadi Session of the Congress in January, 
1955, but the Congress leaders do not yet seem to know what exactly 
^ they have in mind. Nehru himself, through all his years of office, 

I' was n^ver willing nor able, to indicate the precise path or paths 
along which he would lead the pountry to the objective which he had 
V- ; iset- ::befbref:|b^^ 



In view of the need to conciliate public opinion, the New 
Congress (led by Prime Minister Indira Gandhi), made a categoricai 
declaration in its election manifesto issued in Jaunary, 1971, 
that, subject to measures which will serve to prevent 
concentration of economic power and wealth in a few hands, ”lt 
has no intent i.on of abolishing the institution of private 
property”. On the other hand in order to emphasiz«^ the ’’social is i.'- 
character of her policies, she declared a year later in 
Bhubaneshwar that ” the th inking of the Communists and the Congre : s 
was - the same ” , In '’dom e stic and foreign policies” .’*’ 

Faced, however,, by criticism of working of the public oect^c 
she has declared at public functions, time and again, that 
socialism did not mean nationalisation of all industries and that 
Government wodld nationalise a particular industry only when is 
was essential. In Gandhinagar (Hu4ara,t) on October 9 and 10,1972, 
she is reported to have exploded the myth, as the press put it, . 
that "nationalisation .by itself was a socialistic step", 

Wiereas, while Gandhi Ji was clear in his mind that the 
minimum number of large-scale projects or Industries that are 


inevitable, must be either owned or controlled by the state, he 
went on record to say s 

"What I would personally prefer would be not centralization 
of power in the hands, of the stst^ but an extension of the 
sense of trusteeship as in my opinion the violence of 
private ownership is' less injurious than the violence, -.of th 
state, Howev;r, if it is unavoidable I v/ould support a rain:" 
mum of state ownership", 

(Vide "An Interview with Gandhi Jl" Modern Reaiew, : 


* Vide the Times of India, dated Feb, 10, 1974, 
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What Gandhi Ji thought of socialism as a system where 
property is owned by the stpte, will be clear from the fact 
that, he had warned the country against the state developing 
into a leviatham z "Saif- government means a contirEuous effort 
to be independent of Government ■ control whether it is foreign 
Governme.nt or whether it is ’national, Swarajya Government 
will be a sorry affair if the people look up to it for the 
regulation of every details of life, 

"A nation that runs its affairs, smoothly and effectively 
without much_,state interference, nstruly democratic, -Where 
such condition is absent, the form of Government is democratic 
only in, name, • 

".I look upon an increase in the power of the state with 
the greatest fear"' because ...although while apparently doing good 
by minimising exploitation.,, it,; does the greatest harm by 
destroying individuality Mi ich. .lies .at the"’root of. all 
progress", 

Planning from the top down, . which socialism necessarily 
involves, . im derm ines freedom because it required people to 
obey orders rather than pursue their own judgment. Further, 
it -is- inefficient because it makes impossible the use of the 
'detaile-d knowledge stored among millions of individuals, M 
Whereas planning from the bottom , up, .whicl^the economy of 
Gandhi Jl's conception implied, enlists the interests of 
each in promoting the’ well-being of all and, thus, subserves 

, trife.l'demoefaeyivlj^g;:: V 
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P UBLIG SECTOR 

The demand for public ownership of factories and othe^r 
means of production in mid-nineteenth century in pursuit of ^ 

socialism, was raised mainly in order to put an end to 
exploitation of the workers who possessed no right of vote-, 
no right to strike, no right to form an association and no 
safeguard at all against arbitrary dismissal. Also, it was 
thought public ownership of the factory will raise the stat^os 
of the workers and usher a more democratic and egalitarian 
society than at present. Further, a factory will be 
administered more efficiently once it was operated by the 
state in public good than previously when it was managed by a 

:;;capitalist;;ln hls:.^ :■■:'■■■■/- 

Now, so far as the first objective was concerned, it is 
no longer relevant. The prophecy of Karl Marx regarding 
increasing proletarisation of the industrial workers has not 
come true . Whatever else may have or may not have overtaken 
the conventional working classln the capitalist countries, 
liberal capitalism has been able to afford a flow of consumer 
goods so substantial and steady as to assign conditions of 
popular poverty to the limbo of ap^ge as diffierent to the 
present as the one that upheld the divine right of kings. 

Abolition of private property alone, which the public 
sector or socialism imulied, could not possibily . lead to an 
end of the worker’s exploitation. The problem of .checking 
the bureaucracy remained and, because human conduct is involved, 
shows little or no signs of solution, if labour relatlon-s in 
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many of the big public projects in the country are so messy, 
it is because the hierarchy of bureaucratic power is far too ■ 
remote from the worker. The hope tha. t Government by its ideal 
behaviour would act as a modal for the private sector to follow’’, 
has been completely belied. 

Public ownership or nationalisation has not given the 
worker a new status nor has it been accompanied by a 
strengthening of the v/orker’ s Identification with the plant 
or with the job to be done. Even with the support of powferful 
trade unions in all the nationalised industries, the individual 
employee continues to feel that he has no real control over 
most of the circLmstances of his working life, and has merely 
been transferred from one... set of bosses to another. 

-AS regards bringing about of a more egalitarian society 
and the curbing of private monopolies which was sought to be 
achieved through public ownership, it was discovered that the 
objective could be achieved .by other methods, such as taxation, 
price control, quality requirements, social legislation like 
old age .pensions, sickness benefits,, etc, etc, and the 
countervailing power of trade unions. In the UK and the USA 
the gap between the rich and the poor has been greatly 
narrowed during the last quarter of a century by resorting to 
these methods. Whereas in India where 60 per cent of the 
Industrial- capacity is now owned by the state, the gap has 
greatly widened. 
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EXTRACTS FROM CH/PTER 5 OP CAPIT/P, 
TlfTENSIFlE^ INDUSTRIES /:,ND-ITS 
CdlSEQlENCES. 


PUBLIC SECTOR ' _ 

AS on March 31, 1976 th^^re were 140 Central Government 
public undertakings. Of these 8 are under construction, 

7 are insurance corporations, 3 are registered under section 
25 of the Company's Act, 42 ai-e service enterprises and the 
remaining 79 are engaged in production. The number of such 
units and the growth of investment in them, since the 
ccmmencement of the First Five Year Plan ‘"Is shown in the table 


below 


PERIOD 


At the commencement of the First Plan 
At the commencement of the Second Plan 
At the commencement of the Third Plan 
At the end of the Third Plan (as on 


31st March, 1966) 


As on 
As on. 
AS on 
As on 
AS on 
As on 
on 
AS on 
As cn 
■is on 


31 March, 
31 March, 
31 March, 
31 March, 
31 March 
31 March, 
31 March, 
31 March, 
31 March, 
31 March, 


1967 

1968 

1969 

1970 

, 1971 

1972 

1973 

1974 

1975 

1976 


TOTAL 

INVESTMENT 

(Rs.CRORES) 


No, OF 
UNITS 


2415 

2841 

3383 

3902 

4301 

4692 

5052 

5571 

6237 

7261 

8973 


AS on March, 1976 the investment on state-owned public 
undertakings stood at a figure of Rs,8973 crores raearly half 
of the country's total investment in organised industry, .If 
one exlud^s the Rs, 400 crores allotted for the Kudremukh iron 


* J V 


■*\ -T 


8 r-j 


ore project, which is being financed entirely out of Iranian 


credits, the proposed steel outlay of Rs, 1,209 crores (inclusive 


of Kudremukh) for 1977-78 and 1978-79 would make for a total 


fifth Plan steel Investment of Rs, 1,807 crores. If the amount 


outstanding (Rs, 2023 crores) under the Cash credit arrangements 


is included, the amount would swell to Rs,10.996, Out of this, 


the Steel Authority of India, Hindustan. Steel Limited aiM 


Bcd^aro Steel Limited accounted for an investment of around 


Rs, 2570 crores. This constituted about 28,6 per cent of total 


.investment in public sector,' Of this, a little over Rs,2300 


crores accounted for by Hindustan Steel and Bokaro Including 


Rs, 872 crores during the Fourth Pi an Period Above, 


Corrupt payments, idle capacities and inefficiency have 


impinged directly on costs of the public sa'ctor and, hence, 
on its returns, A substantial part of the Investments which 


may ls;^ry from 20 to 40 per cent, depending oh the projects 


and the parties concerned, shown in the account books, gets 


converted into private incomes via corrupt payments. Actual 


investraents, therefore, are less than those shown in the 


ledgers, by the amount of the corrupt payments of 'what are 


called 'kick-back*. Second, part of the actual investments 


i,e, the investments remaining after conversion of a portion 


into corrupt payments gets immobilized in Idle production 


capacities, Wiile these investments remain idle, the investment 


resources they embody are, a waste. Third, wastages of raw 


materials and accessories, over-staffing, Inefficient main- 


tenance of plant and equipment, etc, have impinged adversely 


■ 


M 
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on costs, quality, and the quantum of output. 

With the result that the value added per unit of fixed 
capital investment in the public sector factories is the lo^A/est 
one sixth of that in the private sector factories. Figures shown, 
in columns 2 a^d 3 of the following table have been taken from 
the Governiaent of India publication, Annual Survey of Industries, 


Type of 
ownership 


Public Sector 
Joint Sector 
Private Sector 
All Sectors 


Fixed capital 
per employee 
(Rs.) 


Value added ' Value added 


48923 
27490 
9256 ■ 
19656 


' employee 
(Rs.) 

capital 

investment 

Ced, 3/col. 2^„ 



6146 

0.125 

7592 

0,276 

6927 

0.748 

6762 

0.344 


contd 
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FOREIGN LOANS AND CO LLABOR AT J OjM 

" Establishment of heavy industry in the public sector, 

coupled with nationalisation of existing private industry, 
had led to an unconscionable burden of foreign debt. At the 
time of granting independence to India on August 15, 1947, 
Britain had left behind gold, coin and bullion worth fb. 1180 
crores-.in Reserve Bank plus .Rs^. 1733 crores of sterling 
balances, Rs. 425 crores of- repatriation pre-uar debt and 

Rs.ll 5. crores in the Empire Dollor Pool - a sum of Rs. 3452 
crores in all. But today although the volume of exports 
has gone up and. remittances; of' upkeep on foreign rulers 
have almost ceased, India has become,, since Independence, a 

topmost debtor country. • , , 

In 1972 -the external de bt ■ constituted 20'.2 per cent of 

"our national income -the highest of any country for uhich 

figures are avilable. . ; . . 

By 1950-51 all, the money left to our credit by the 
British, had been squandered, and ue came to oue a debt of Rs.3t. 
crores to foreign countries. As the following table will show. 


the external assistance that we sought and secured, during the 
period 1-951-76', amounted to Rs, 17654,6 crores, of whiph 7,3 

grant.-' - It- must be noted that the amount of Rs. 17654. 6 croros 
Fs'oxciusive of-'thS'ioan^oT two millidn tonnes of wheat from 


the.hSSR in 1972-73, credits secured/for financing a part of 


f 




rstained for conversion into rupee's. For 1972-73 
the rupee figures have been derivod on the basis of 
the central rates which prevoiled follouing the 
currency realignment of December j1 971 . For 1973-74^ 
the quarterly average of the exchange rate of the 
rupee with individual donor currency has been applied 
to the quarterly data in respect of utilisation for 
arriving at the equivalent rupee figures.' For 
1974-t75 utilisation figures have been worked out at 
current rates which is the monthly average exchange 
rato of tho rupee with individual donor currencios. 
Utilisation figuros for 1975-76 are based on actual 
daily rates of the rupee with the donor currency 
on the respective dates. 

Thoso figuros relato to payments made in foreign 
exchange and through export of goods. Conversions in' 
rupee are at the predevaluation rate of oxcharago 
(l 1 = Rs.4.7619) for the first three Plans and at 
the post-dovaluation rate of exchange ($ 1 = 7.50) 
for the subsequent years upto 1970-71. For tho year 
1971-72, pre-flay, 1 97T exchange rates have been retained 
for Conversion into rupees of amortisation payments^ 
but central rates have boon used for computing the 
rupee equivalent of interest ..payments effected between 
■December 20,1 971 and Harch 31 ,1 972. For 1972-73, 
central ratos have been used. For .1 973-74 the quarterly 
average of the exchange rate of the rupee with indivi- 
dual donor currency has been applied for arriving at 
rupee equivalent of repayments of principal and 
interest from 1974-75 onwards actual daily exchange 
rates of rupee with the individual donor currency 
applicable on tho respective, dates have been -used. 

During First Plan Period. 


economic Survey 1 975-77 Tables 7-4 and 7.6 
pages 114 and '116. 
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the oil imports from Iran and Iraq and a huge sum of PL-480 
debt, viz., R3.1664 crores which was written off by the USA 

Out of this huge total, a sum of Rs. 5425.6 crores had 
been pedd off to the creditors by flarch, 1 975-Rs. 3435.8 crores 
towards principal and ffe. 1989.8 crores towards interest. 

total EXTERNAL ASSISTANCE. SHARE OF 
GRANTS DEBTS SERUICJNG CHARGES AND 
■ . ICrdNFLOU OF ASSISTANeE " : ' ■ • 

(in crores of Rupee ) 


RBriod 


Upto First Plan, I 
During Second j 
Plan (1 956-61 ) i 
During Third t 
Plan (1961-66) , 

1966- 67 I 

1967- 68 I 

1968- 69 , 

1969- 70 i 

1970471 I 

1 971 472 , 

“If |2473f>:v-:«' 

1 973474 , 

1975-76 t 


Total! 


iTotal q/ 
tExtqrnal \ 
jAssistance t 

t I 

1 I 

I 


1 

Share of i 
Grants in t 
Total t 
Assistance t 

I 


Total Debt 
servicing 
(Amortisa- 
tion + 
Interest 


Wet 

inflow 

of 

Assis- 

tance 


317. 

.7 


34 . 

8 

t 

23.8 

t 

293.9 

2252. 

.6 

1 

11 . 

2 

t 

119.4 

f 

2133.2 

4531. 

0 


3 . 

7 

1 

f 

54 2. .6 

! 

t 

3988.4 

1131. 

4 


8. 

6 

1 

274.5 

> f 

856,9 

1195. 

6 


5. 

1 

t 

333.0 

1 

852.6 

902. 

6 


7. 

2 

1 

375.0 

“fy:; 

527.6 

856. 

3 : : 

t 

3. 

0 

1 

412.5 

t 

443.8 

791. 

4 

t 

5. 

•5“ 7 

1 

450.0 

1 

341.4 

834. 

1 


ys. 

1 

t '■ 

479.3 

f 

354-8 

666. 

2 

3 


1 . 

2 . 

8 

4 

t 

1 

507.4 

595.8 

t 

t 

158.8 

403.5 

•i337W 

4 

f 

7 . 

0 

'■■It 

626.0 

1 

711.4 

1839. 

0 


15. 

4 

'■■y 

''yt:. 

686,3 

t 

1152.7 

7654. 

6 


7. 

zy-:: 


5425-6 

12229.0 


Notosl^^ AfTiount .expressed in foreign currencies have ' boon ^ 
converted into rupees at the post-devaliiotion 'nte 
^ ^ ^ fet7.50) Upto 1970-W. For thc 
yoar 19^-,72, pre»f(1ay,197l exchango rqtas have bean 
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collaboration 

Besides incurrinQ loans - it uas argued by some 
economists - there was another uay cf utilizing foreign 
capital, viz., of attracting private investors uho may 
thomselues prefer to participate in the establishments 
of plants and factories in India. In addition to providing 
employment such factories uill moke available the technical 
knou-hou and managerial skills that ue do not possess. Ac 
the same time, no question of repayment of capital and its 
interest uill arise, nor any question of political strings 
being attached. So, foreign investment has been anabashodly 
invited in. the name of "collaboration". 

As has already been pointed out, houe.ver, IMehru, the 
liorshipcr at the shrine of modern industry - went all out for 
foreign capital, whether in the form of loans or in the form 
of investment in India by foreign capitalists. And the 
apprehensions that uera voiced at the time, have come true. 
Foreign collaboration has simply turned out to be another 
name for loot ‘iff India’s financial resources. 

On August 29, 1975, fir. R.S. Bhat, Chairman of the India 
Investment Centre, boasted at a press conference in New Delhi, 
that several foreign firms had told him that the guidelines 
enshrining government’s policy in this regard, were "fair and, 
repsonablo-" and "no other country in. the world permitted 
foreign firms to have an equity share of as much as 74 per cent. 
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As a result of this policy foreign investors who 
wore re pared to pack up c.n advent of pel .tical independence 
in the country, decided to stay , and ;the"‘aTnount of foreign 
investment rose from a figure of Rs.260 crores in 1 948 to 
Rs.1611.8 crores in flarch, 1 969. 

This, despite the fact that ue wore supposdd to have' 
wrested independence from the exploitation of the British 
imperialists and given freedom to our people. It would seem 
today wo have not one foreign exploiter, but several, who have 
increased their exploitation tendfold over the last twenty 
years. The details of private foreign investment are as 



unders- 

FOREIGN INUESTflENT IN INDIA 
■COUNTRYUISE DISTRIBUTION 


Valae : Rs. Million 





REPIlTTAiMCES ABROAD FROFi INDIA 

Ualue”. Rs. (Million 



HEAD 1 971-72 ' 1 972-73 


There uere as many as 20 large industrial houses each 
of which had assets exceeding-fe. -4 00 croras. On an aggregate 
basis the total assets of all the 20 large houses together 
expandod from Rs. 35T6 crores in 1 972-73 to Rs« 4966 crores 
in 1975-76. This represented an increase of 41.2^ 


1. 

:'::;:::feof its r 

99.4 


2. 

. . Dividends 

388.7 

390.8 

:3,:-:; 

Royalties 

58.6 

73.3 

4. 

Technical knou-r 
how. 

139.0 

133.3 


: Tnterest' ; 

121.3 

156.0 


payment by 
private sector. 



807.0 888.8 or 88.88 


crores. 



As the above table shows j however, in 1971 the Birlas 
almost caught up with the Tatas,. The Birlas group has 
thus, grown faster than the Tatas. 


At the end of t97S the assets of Birlas were 
reported to have exceeded Rs. 1 065 croros and they occupied 
the top position amongst the business houses in the private 
sector. Tatas' with totoT assets of Rs. 975 crores ranked 



The total annual turnover of these large houses in 
1975-76 aggregated to Rs. 5879 crores as against Rs, 3638 crores in 
crores in 1 972— 73. The gross profit of these houses 
increased from Rs. 380 creres in 1 972-73 to Rs. 600 crores 

In-- 1975-76.: v ^ " I'-'c • - , ■ ' 


Sources— Economic dated Fobruary 14, 1977. 
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• "S 

PRIVATE SECTOR 


AND 



CONCENTRATION OF. ECONOril.C 

POWER 



During the most difficult years 

which, the 

M,ation 

face 

d through from 1964 

to 1974 uhen 

there were 

droughts. 

food 

shortages and devaluation and the peopP^s 

standard 

of 1 

iving deteriorated, 

the 13 bigges 

t monopoly 

houses 

almo 

st doubled their as 

sets S- 











Rs. Crores 



Houses Industrial 

March, 1964 

March, 

1966 March 

:*»* '"'iM'' 


(1 ) 

(25 

(3) 

1. 

T atas 

418 

505 

711 


Birlas 

293 

458 

687 

•3. : 

ICI 

37 

51 

229 

4. 

Flartin Burn 

150 

153 

173 

5. 

Wafatlal- 

46 

93 

173 

6. 

Bangur 

78 

104 

150 

^7. 

Thapar 

72 

99 

137 

8. 

ACC 

77 

90 

123 

9. 

3.K, Singhania 

59 

67 

113 

10. 

Ualchand 

"55d- : • 

81 

106 

11. 

Bird He li gets 

60 

68 

85 

12. 

• Go'enka 

47 

65 

79 

13. 

Kilachand Tulsidas 

35 

37 

44 


Sources- For Cols, (1) and (2) Company News 

and Notes Flay 1 a d 16, 1970 for Col. 
( 3 ) Reply to question in Parliament, 

The assets of the Birlas in the year 1950-51 and 

1 955—56, had amounted to Rs. 65 and Rs, 159 crores only uhilo 

those of the Tatas to Rs, 152 and Rs, 389 croreg respectively. 


* create a dual econcaiy - 

t in a hinterland of poverty, vne^ploymant and erae...- 
' It has led to concentration of wealth at the top -n , 

in as ™uch as dUllons upon millions of people are polnln. . 

une^pleyad and under-onployed . to peuperisatron at the 

■ r, oF GARIBI HATAO, the 

■ bottom. Despite their profession of , 

m.,-P+v h-VG resulted in amercencB 

i, policies of the rulms Party h.,v. 

1 of monopoly houses with their ever-increasing Papi a 
stock and mounting profits In contSast to crores upon 

X r’ onri Ill-clad duellers of hutments 
crores of somi-starvcu and ill cir-O • 

4-hra ni + ips. While, on the 
in tho countryside and slums in the 

, 1 p thousands uallou in luxury knowing not 

ono hand, tens of thousands uc 

• dip no nr ill-gotten gains on the 
yhat to moke of their windfalls or ill jo 

4- tawre fnr uant of B morscl of 
other, tons of, millions sta-uc 0 

• I -iiiiF hptuGon the rich ano the poor 
broad, True, a uide gulf betuccn 

has existed in India through the centuries but, Instead 
of narroulng, it has been accentuated with the advent of 

Independence quarter of a century ago. 

■pp plmole and not far to seek. Firs , 

Tho reasons are sxmpxe a . 

: pally complex enterprises, managers and onginears command 

: high wages. Second, the more capital-intensive the Invost- 

ft iicht, the smiller is the labour force employed and the 
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higher Its 'prod u'ctiO it yi- rTh^i,|^.^^all, mP^rs and concent, 
ration in 'a small 'to the ^uorkcrs to • - 

band together ancf'* demand. -..'an iaf g,®-j.share of the products.- • • 3 

Employors,, uhdthcr t^,ftot^to ^ citizon, can 

afford to raise uages because of the- high productiiity 
of such enterprises as ’uell as the heavy penalty that they 
u^lll have to pay* in ternis of output foregone, for any 
stoppage of uork, 

A survey has shoun that industrial workers in Bombay 
and other cities in the lower category earn Rs. 360 to '' 

Rs. 1400 per month, truck ' driver in a large- scale industry ■ 
today makes considerably more than a college lecture. 

The total monthly emoluments of a peon in a Government- 
owned commercial bank may vary from Rs. 450 to Rs. 600 per 
month and of a dork from Rs* 550 to Rs, 1300 per month. As, 
perhaps, a most rovaaiing oxampdo: the Stool flinistor, Shri 
Mohan Kumar. Mangalam boasted.-in .the Rajya Sabha on August • ' 

25, 1971 that salaries of employees of the Indian Iron and '' ■ 
Sto.^1 Company which was only recently nationalised had boert 
so upgraded that even a woman suieeper now got Rs. 397 per 
d4je:ntihi|:dd:::|Y;:difiidlddlv:: ’ . V, ' / ':■ /: d-vdd 

Goverfmont servicos did not laQ , behind.. The arguments 
that applied to industrial workers and omployees of public 
enterprises 5 ,,aggiiiod to them also. Further, they had a 
largo say in the result of 'olGctiona., So, they also raised 
their Vo'Ico and f^yoxc ||^mfl|'r^y"' heard-., . Sa|'4? ho tease's and; 




'■ > -'I?# 
■sli 


Sill 


SHI 

lifis; 
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dearness allowances followed yearly and even qu.art 0 rly, 

Uith tho backing of powerful assistance of Central and 
State Government employees and pouerful trade unions res- 
pectively, the white collar workers and the organised 
industrial workers have become a privileged class in a 
society where hundreds of millions - more than half of the 
people in any Caso, eke out an existence below tho poverty 
line. 

Tho limitless prosperity which socialism of the 
Congreas Variety has brought to the upper crust o£ society, 
is visible to the naked eye - in the change in tho style and 
affluence of their living, in tho proiiferation of tho four 
and five-star hotels, which are filled to capacity, in tho 
growth,, of luxury travel facilities,^ in the ovorcrowiSinQ of 
tho noted hliday resorts, .in tho multiplication of lavish 
resi 'onces with rich funishings and, the display of wealth 
at marriages and other social functions. It is evident, 
too, in the stoep rise in the statistics of the production 
and supply of Idixury goods, most of which are well beyond 
the -access of the masses. 

It is with a view to meeting the needs of this class ■ 
.over— whelming ly- composed of industrial workers and govern— 
.ment omployees the_ richest, predominantly urban_ section of 
tho population, which has adopted a largely western style 
of living- - that- much of modorn industry has come into 
':'eix:i;s to nmb.;: : : I; ^ 
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A comparison of figures in the follouing tuo tables 
shows that while the share of top 20 per cent of the people 
in national incomes in the United States ^ nt d oi^ from 
45.7 per cent in 1950 to 43.0 per cent in 1959 and, in 
Coylon, from 53.9 per cent in 1952-53 to 52.3 per cent in 
1963, that in India shot up from 42.0 per cent in the four- 
year period, 1953-57 to 53.3 per cent in the year 1.967-68. 
Further, that, on the other hand, while the share of bottom 
20 per cent of the people during the corresponding periods 
wont dowN in the United States, by 4 per cent and, in Ceylon, 
by 12 per cent only, that in India went down by 40 per cent. 

It will also be notod that while 10 per cent top people 
shared only 27.8 per cent of the national income in the U.S.A. 
in 1959, they shared 36.5 per cent in India in 1967-68, Yet, 
a virulent propaganda at the official level, condemning the 
capitalistic policies of the U.S. A. in comparison to the 
socialistic policies of our own goes on unabashed and unabated 

TABLE 

PERCEITTAGE SHARES OF ORDINAL GROUPS OF UNITS 
(HOUSEHOLDS OR TAX RETURNS )IN PERSONAL INCOMES 
SELECTED COUNTRIES* 



Bat tom 
20^ 

shares of- ordinal groups 

Bottom,, iTop T5fsp loTopT- 

60^ 60^20^ f0% 

, Unriordevelopod Countries! 

1956-57 8.006.00 

36.O0_.42.OO 

28.00 

'•,■.20. '00 


wmmmms 

27.7 53.9 

40.6 

31.0 


4 .4 

21.2 61.4 

46.4 

37.0 

4. Barbados, 1951-52 

3.6 

27.1 51.6 

34.2 

22.3 







Countrio: & Year 



S OF ORDINAL 

GROUPS 


Bottom 

20^ 

Bottom 

60!^ 

Top 

20^ 

Top 

10^ 

Top 

5. Puerto Rico, 1953 

5.6 

30.3 

50.8 

32.9 


6. Italy, 1948 

6.1 

31 .2 

48.5 

34.1 

24.1 

developed COUNTRIES J 






7. Unitod Kingdom,195l-52 

5.4 

33.3 

44.5 

30.2 

20.9 

8,. West Gormany,1950 

4. 0 

29,. 0 

48.0 

34.0 

23,6 

9, The Netherlands, 1950 

4.2 

29.5 

49.0 

53.0 

'.24.6;;’:,;: 

10,' Denmark, 1952 

3,4 

-2,9,5 - 

47.0 

30.7 

20.1 

11. Sweden, 1948 

3.2 

29.1 

46.6 

30.3 

20.1 

12. United States 1950 

4.8 

32.0 

45.7 

30.3 

20,4 

* Vide. Reserve Bank of- ^ndia 

Bulletin, Sept. 

1963, 

p.1140. 

fc 
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3. Kuznets, Simon, Quantitatiuo Aspects of the ELconomic 
■ Growth of Nations,' VIII, Distribution of Incomo by 
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4, ' United States Department of Commerce, Income Distri- 

bution in the United States, Washington, 1953, Table 
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TABLE 


■Comparison of Distribution of Family Income, Sclectud 
Asian Countries, and United States, with India by Income Share 
■ 0:f^-: DbCilo CrO'UpS*^ ; ' : / 't : ' 


Country 

Year 

Fbrcentage 

share of 

total 

income for 

each 

decil:. 

i 'group ■■ 



°1 

°2 

°3 

D/ 

4 

“5 


Tv ■ 

°8 

9 

o '- V'- ' ■ 

1 0 

United States 

1959 

1.3 

3.3 

5;i 

6.7 

7.9 

9.1' 

11 .1 

12.4 

15.2 

^ 

.:27.;8;:' 1 


1963 

3.0 

■4.7 

5.7 

7.3 

7.9 

9.0 

10.4 

12.0 

16.0 

: 24.0 ; 4 

Taiwan 

1964 

3.0 

4.8 

5.7 

6.9 

7.6 

8.9 

9.8 

13.2 

13.8 

26.3 1 

South Korea 

1966 

4.0 

5.0 

7.0 

7.0 

9.0 

9.0 

11.0 

12.0 

15.0 

:2i .O'-;- 

Phi Hi pines 

1965 

1.1 

2.9 

3.0 

4.7 

5.8 

6.9 

9.0 . 

1 1 .6 

15.0 

40.0 

Thailand 

1962 

2.8 

• 2.9 

3.1 

4.1 

5.1 

6.8 

8.2 t;;:.: 

9.3 

14.7 

43.0 1 

ilaloya 

1957- 

58 

56 

;2.6.d 

3.9 

6.1 

5.1 

7.2 

8.5 

10.3 

12.4 

v 16.1 

■27.8' 

Ceylon 

1963 

1.5 

3.0 

4.0 . 

5.;2'; 

: 6.3 

7.5 

9,0 

11.2 

T:15.5: 

36.0 ; 

India 


1.8 

3. :;0 

3.7 

4.6 

5.8 

7.0 

9.0 

11.8 

16.8 

36.5 ';j 

(Present . Survey 










- ' ' 
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Mote 0^ denotes the bottom 10 per cent and denotes 
the top 10 per cent of the households 
*Vido Basic Statistics relating to Indian Economy, 1950-51. to ' 
1972-73, Table 10, CSO, Ministry of Pl-onning, Government of india. 



SOURCE: 

"Income inequality and Economic Growth, The Postwar^ 
Experience of Asian Countries", The flolayan Economic 
Reviou, Vol, XV, Mo« 2, October, 1 970, p«7« 

The Congress Government did not seem to remember the 
fate and fortune of the vast multitude uho have no work ane, 
therefore, no uage.s or salaries, no bonuses or allouances. 
Government had allocated Rs« 280 crores to give loans to 
Government servants for buying vehicles. An allocation 
of this order over the next five years means actual alloca- 
tion of Rs. 56 crores a year. It is learnt that in 1970-71 
amounted to the tune of Rs. 8.58 crores. In 1971-72 the amount 
was n little over Rs. 9 crores. flore than sixfold increase 
under this head mystified political observers in the country. 
Since a scooter costs only a fraction of uhat costs to buy 
a car, the bulk of this amount uas known to have been advanced 
for purchase of cars. Till 1973 something betwoen 3,000 to 
4,000 cars in all had been bought against Government loans. 
However, with the new allocation of Rs. 56 crores, per annum 
the Government employees could buy about 30,000 cars a year. 

Contd . • . 
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ns. +r, +hp worst consequence of heavy 
Now, we will turn to the worso 

^ 7 •^ ir the increasing unemploy'" 
industry - first Strategy, m.., the m 

,ant anl uider-employment which hare vlrtualdy eaten 
the Vitals of the nation. Nehru's and his advisers almost 
rystic faith in the twin gods of technology and heavy 
industry, has turned out to have been misplaced. Western 
technology which developed in the West in response to a 
Shortage of labour and the consepuent need to replace men 
with machines, provides no short-cut to prosperity in 
countries with a surfeit of under-employed ard under-nouri- 
shed labour and an acute shortage of capital. 


3 ' a. 


in reality, there Is no conflict between employment and 
production - between a simultaneous Increase In employment 
and growth of income. Social justice and development, or 
what is called Gross National Product (GHP) can be combined. 
But supposing there Is, that is, labour-intensive enter- 
prises produce less per unit of capital investment than 
capital-intensive enterprises which Pt. Nehru advocated, 
the question arises whether it is productivity of capital 
alone which will serve to raise average per capita income, 
that will be the primary consideration irrespective of other 
circumstances whatsoever. In so far there is any real 
dilemma (which we do not think there is) it is a question 
of balancing the loss of those who would otherwise be 
unemployed against the potential progress of the rest, of 
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the communitjT'. In our country v/here ^0 to ^0 per cent 
th.. people have been living below the level of desirable 
minimum for decades, the choice is not difficult to ma j 
we have to raise the income ani consumption of those at the 
bottom of the income distribution, rather than the income 
and consumption of those above it. EmploynBnt of those at 
the bottom is worth paying the price in terms of slower rise 
in incomes for the rest of the community. 


In agreement with orthodox or traditional economists, 
however, in the post -Independence era, Pt. Ilbhru thought that 
heavy capital-intensive industry led to higher output and, 
therefore, to higher national income or gross National 
product (GNP) and that poverty and unemployment will take 
care of themselves once we took care of G!3P . The argument 
was that availability of capital was the basic condition to 
ecDnomic growth, that capital intensive industries led to a 
distribution of incomes favourable to profits or concentra- 
tion of money in a few hands although' this was never admitted 
in so many words; that the rich having a higher propensity 
to save, those who will be deriving profits from capital- 
intensive industries, will. accumulate savings; that these 
savings will necessarily be invested by the savers - the 
industrialists themselves - in new, large or capital 
intensive undertakings of mopped up by Government in the 
form of taxes in order to establish industries in the 
public sector, and so on and on till, in the long run, the 
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investment that does not create enough jobs. 



economy would have become self -geiie rating, stlm-Jlating 
medium and small industry and creating a vast sinploym-nt 
potential. It Is thus and why Pt. Jawahar Lai Nehru came 
to look upon increase in national income as the sumpreme 
target, of our planning - why In spite of a nunber of 
references in the Plans to the employment pr*lems the 
creation of employment opportunities was seen more or less 
as an adjunct to or a by-proluct of the development strategy 
The view taken in the Fourth Plan is- a somewhat sharper 
echo of the views in the earlier Plans . It went on to say 
that in a poor country like India no significant result can 
be achieved through re-distributive policies since "whatever 
surpluses can be mobilised from the higher Incomes of the 
richer classes are reeded for investment in the economy 
to lay the basis for larger consumption in the future". 

The poor and the weak, therefore, have to be helped through 
faster growth of the economy and other specific policy 


When some econom-'sts observed that large firms and 


s labour than 


•inv 


cers would slow Aowi the rate of economic., .growth. Income 
of labour-intensive” undertalangs , they .argued, would be 
distributed into so many hands that there >rill be little 
or no savings to mobilise and invest. .The long-term prob- 
lems created by a slowing doTO of grov/th rates would offset 
any ■ short-term gains in emplojonent . 


But as Prof. Dudley Seers of the University of, Sussex 
who was deputed by the ILO to study the unemployment problem 
of Colombia had concluded, ‘*to try to solve the nnemploy- 
ment problem by just accelerating the overall economic 
growth is to take on voluntarily the task of Tantalus - 
t’''e target recedes as one reaches fo"^ it I 


The reasons, inter alia , why our leaders fell in for 
the modern sector despite Mahatma Gandhi's advice to the 
contrary, were psychological or ideologicals benefits which 
many of the technical advances had undoubtedly brought to 
developed countries were so enormous - the glamour of the 
technical novelty was so dazzling - that it blinded them 
to what technology as a bye-product was domng to their 
economy, viz., to its social costs in terms of increasing 
unemplo3Tnent and increasing income disparities. They forgot 


measures 
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that their circumstances were different from those of i 

other ; cpuntrie&v: v ■ :^r 

flo that if even after establishmg. ^ of Swara^l som e 
thirty years ago< ve are faced wit h continuance of vast : : -i y 

misery in our tovms and villages th r oughput _ Js he cou^^ ^ ^ _ 

on one hand, and emergence of monopol ies on the other ^ ±t_ 

is not an accident hut a resuit of conscious planning_. ,4 -g 


It was after his policy of giving preference to 
heavy industry over a long period of 17 years, i.e., since 
September 2, 194-6 when he took over virtually as a Prime 
!fi.nister, had aused immense harm to the country that it 
dawned upon Pt. Jawahar Lai Ifehru, that, after all, 

Mahatma Gandhi was in the right. Speaking on Planning, 
he said in Parliament an December 11, 1963; 


"I begin to think more and more of Mahatma Gandhi’s 

approach I am entirely an admirer of the 

modern machine and I want the best machinery 
and the best technique, but taking things as they 
are in India, however, rapidly we advance in the 
modern age, the fact remains that a large number of 
our people will not be touched by it for a consider- 
able time . Some other method has to be evolved so 
that they become partners in production even though 
the production apparatus may not be efficient as 
compared to modern technique.” 


But it was too late. He was a sick man at the time 
he made the above speech, and passed away barely six 
months after. 



Governments of Latin America have committed the same 
mistake . which, our ..leadership did — economic growth without 
employment. ' Ana with the same results — public discontents 
Chile and Uruguay, in particular, furnish two examples. 

”Por many years”, pointed out Edgar Owens, an US Deve- 
lopment Economist , at an international seminar organised by 
the Forum of Financial Writers in New Delhi in the first 
week of December, 1972, ”GKP has been rising at 7 psr cent 
or more in the Latin countries and manufacturing output at 
a much higher rate. But the proportion of the labour force 
employed in manufacturing has actually declined a little, 
from Ik. 4- per cent in 1970 to 13.8 per cent in 196 . 9 .” 

Primarily because of industry's failure to create jobs, 
during the l 960 s, only three-fifths of the increase in the 
labour force in these countries was absorbed into economic 
activities. In sharp contrast, in labour-i.ncentive Taiwan 
and South Korea, during the decade of the 60 s, the propor- 
tion of the labour force employed in manufacturing doubled. 

The following table worked out by Dr. K.N. Raj high- 
lights the advantages which large-scale industry enjoys over 
cottage and small-scale i.ndustry 5 

table on next page 
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■S^isan type Small-scale 

/Traditional) (Semi -an to— ■ '•■ 

(ifaaiTio-do.; 



?00 1 0,000 

Capital cost per loom 5 

Ho. of looms workable oj ^ 16 

a worker ‘ 


1 c'a ?nn 1,60,000 

Capital cost per worker 50 - yds . 80 Yds. 

Output per loom per day ^ • 


Net Value added per loom per 
loom (on the assumption of 

25 paise per yard & 300 ^ qqq 

working days per year) 300 1 ,5uu 5 

Net value added per worker 96,000 

p er year o^u 1 j u 

Sfby te.1=te.300 @te.3=fc.900 @te.5=Bs.1 ,900 


Su^lus per worker per Ss. 9^,^00 



SOURCES Economic VJeekly, Bombay, Apnil 1^, 195^, 
p . k- 36 . 




1 12s- 

The surplus formed in capital-intensive industry is 
so large that even with all sorts of ups and dovms, market 
fluctuations, tar:.fl' p.U.ioics and the like, sufficient 
profit would still be available co an entrepreneur whereas 
other types of industrial production would become uneconomic, 
ror example, ii net value adaed per yard is reduced from 
25 paise to 12 paise, then there will be no surplus formed 
in cottage or traditional industry. On the other hand, 
the wage oi the worker would be reduced to one-half or 
50 paise. In small-scale industry, the surplus formed v/ill 
be lowered and the wage rate v/il3. be out down by about 15^ 
so that the worker and the enterprise can still carry on, 
though there is little or no scope left for the entrepre- 
neur to earn profits. In large-scale indus try -however, 
there win still be enough surpi_us left bo keep the worker 
paid in full besides some net income for the entrepreneur, 

AS a result ^ tha'. Is, unable to face competition from 
factory products ,■ mainly , owing to their cheapness, small 
enterprises of low capital -intensity, particularly handi- 
crafts, are either being forced out of work or are not 
coming into existence at all. Factory products are bound 
to be cheaper, as they are processed or produced by a 
machine or machines operated by power, than those produced 
by manual and individual labour. So that, more and more 
Capital-intensive industries entering the field, more ani 




■vv^-i o’lrp'i Hi cfhly ambitious J^i'V3“ 
more men are becoming unemploy^-. rii..xy 

in th undue emphasis on heavy 
year Plans in our country, • ■ 

rrcmlarly show a greater volume of 
industry, there! ore, rooUxaixy 

ureraployrent at the end of e-^ery five-year period than 
at the beginning, even assuming that the Plan is ful .y 

implemented. 

Ranks of the unemployed who migrate to tho 
are greatly reinforced by surplus labour on the farm. 
Because family holdings are becoming smaller and smaller 
and quite a considerable proportion of those- ^jho 
tenancies during the days of the British rule but on 
pracarious tenure, e.g., sub-tenants, share-croppers and 
so-called trespassers, even non-occupancy tenants of Sir 
and Khudl^st (self-cultivated lands of Zamindars) face ^ 
ejectment or have already been summarily ejectei^. Lar.^-> 
mechanised farms that one sees all over the country 
, today, did not exist before 19^7, lut are a development 
of the post-indepenience era. They were established on 
the backs of lakhs of farmers who were ejected by force 
or fraud, aid their continued existence keeps lakhs of 
agricultural labourers unemployed. It is these farmers 
the former toilers on land - who form the core of 
Naxalism in the country — the deprived, the disinherited 
the under -privilged for whom no dog barked in the camps 
of the ruling party till yesterday. It is uo be hoped 
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that they will bark, and bark fiercely in the capps of the 
Janata Party. 

India along with most other developing countries, of 
the world faces the goal of economic grov/th today under 
demographic conditions that are substantially different 
from those which prevailed in most' of the (now) developed 
countries. Even in the hey-day of their industrial revolu- 
tion the population growth rate in England, France and 
Germany remained substantially belov/ one par cent per annum. 
The growth rate for the continent of Europe as a whole 
reached 1 .1 per cent only in the first decade of the pre- 
sent century. Whereas the growth rate of population in 
the developing countries of Asia, Africa and Latin America 
during 1972-72 came to 2.V per cent per annum. Hardly 
any of the existing under -developed or developing countries 
which are short of natural resources and capital and rich 
in labour, can, therefore, hope to develop economically 
by the same process which the advanced countries of today 
had adopted. The traditional vjestern model of development 
where agricultural development led to a transfer of labour 
to modern or capital-intensive industry in the cities, is 
not strictly applicable to over-populated economies. 

In other words, in countries with dense agrarian 
economies as India, the idea that prosperity can be attain- 
ed through a steady expansion of industrial enclaves until 
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they s*raC3 the bulk of the population, and percolation 
orer tl»e , of the benefits of a high rate of growth of aw 

• 4- *1 c? Q Cl ’iiTisouind. th.QoX’y s.s 

to all strata of society, is as unsouna 

has proved unworkable in practice. Adoption of cap i a 

intensive techniques in a country with surfei 

If -nrt hos resulted in a dual eQonomy 
was bound to result, and has rosui 

^oi^nds of prosperity which cities 
in our country - a few islands oi pi o y 

1. ^ -o-p mioprv in the form of 

signify, surrounded by vast sea of mi- y 

slums and villages . 

To conclude: unemployment is India's greatest enein, . 
seed for Its elimination is insistent or It will alter- 
nately eliminate from the comity of clyllised natrons, 
solution of the problem of unemployment is the key to the 
solution of poverty and wide Income Inecualitles as weU. 
once employment of a worker is assured. Inasmuch as he will 
be having some Income, poverty will be alleviated, and 
income disparities with higher-ups narrowed down. So, 
the challenge that unemployment poses, cannot be burked, 
in fact, just as the morale of an army depends first and 
foremost on and can be judged by the care it takes of Its 
wouBied, and the risks it assumes in order not to aba 
them, so can the quality of an economic policy or political 
leadership be judged by how It has served or proposes to 
serve or to uplift the under-dog, the weak, the unemployed, 
the speechless — all those who are laid low ani arc, no. 
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sure of their next day’s bread. 

Most of them do not vote very often, nor do they 
understani what political ideology means. They do not 
even believe any longer in the possibility of progress; 
so much have they been cheated in life, and for so long. 
Political leadership of India, in fact, the entire Indian 
people will be judged not according to how revolutionary 
its slogans are, but according to how it deals with this 
section of the society. Surely, not by its access, or 
otherwise, to ’atomic dignity’. 

„_Q 



